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A Banker’s Diary 
Mid-October—Mid-November 


TOWARDs the end of October the growing dearth of bills 
defeated the attempt of some of the clearing banks to 
maintain agreed minimum buying rates for 
ae Sees Treasury bills, and after some discussion 
— the agreement was finally abandoned. The 
result was an immediate collapse of discount rates. From 
I4s. 3:27d. on October 6 the average tender rate for 
Treasury bills fell to 5s. 2-65d. per cent. on November 9, 
" hile in contradistinction to the clearing banks’ rate of 
} per cent. for three months’ Treasury bills current just 
i ‘fore the agreement broke down, by November I5 three 
months’ Treasury bills were quoted nominally at } per 
cent. This collapse of discount rates rendered it advisable 
for the clearing banks to make some concession in respect 
of these rates on call and short loans to bill-brokers. 
Early in November, therefore, they decided to reduce 
trom I to } per cent. their rates on loans against Treasury 
bills and other bills eligible for rediscount at the Bank 
of England. Loans to bill-brokers against other forms of 
collateral and loans to the Stock Exchange remain at 
I per cent. Outside lenders have reduced their rates to 
} per cent. for loans against all forms of collateral, and 
over-night balances are frequently available at } per 
cent. The volume of the Treasury bill tender issue has 
remained very steady at just over £420 millions during 
the past two months, for the normal seasonal increase in 
the total issue of Treasury bills is being balanced by an 
expansion in “ tap ”’ issues to public departments. Hence 
the discount market is wondering seriously what will 
happen when the period of heavy Treasury bill repayments 
arrives at the New Year. 


MEANWHILE this collapse of short money rates has had 
a consequence that had for some time been foreseen by 
bankers, namely a diversion of short-term 

my q money from the discount market to the 
ee gilt-edged market followed by a_ rapid 
advance in the price of Government securi- 











A BANKERS DIARY 163 





ties. If the advance is genuine, it will have favourable 
consequences, among them being the possibility of further 
conversion operations and the diversion of long-term 
capital into industry. Unfortunately the advance has 
been far too sudden, and has undoubtedly inspired a 
certain amount of speculation. For some time bankers 
have been afraid lest certain members of the discount 
market may become too deeply involved in gilt-edged 
stocks or too vulnerable to a sudden reaction, and it was 
on these grounds that the failure of the banks to maintain 
discount rates was deplored. The banks themselves are 
also unwilling to put more of their funds in Government 
securities at their present enhanced values, but at the 
same time they have no alternative outlet for their 
resources. Fortunately there has lately been a moderate 
reaction in the gilt-edged market. This has not been 
severe enough to cause any difficulty, but it should help to 
shake out the speculative elements and to put prices on 
a sounder basis. Still, the main problems arising out of 
the reduction in the floating debt remain unsolved, and 
the only permanent solution is a revival in trade sufficient 
to absorb the present abundance of short-term funds. 


EvuROPEAN political difficulties have continued to 
dominate the foreign exchange market. The resignations 
of the French and Belgian Governments 

The Foreign have brought about a complete reversal of 
Exchanges sentiment in favour of sterling, and the 
pound has now fully regained its strength. 

Early in November the British control had to support 
the franc for the first time for many months, and simul- 
taneously the franc weakened against the dollar to the 
export gold point. The Banque de France’s return for 
November 16 showed gold losses of Frs. 454 millions 
during the first fortnight of November alone. Even 
greater anxiety has been felt in the outlook for the belga. 
It is realised that the belga is seriously over-valued, and 
while no early suspension of the gold standard is antici- 
pated, it is believed that sooner or later the break must 
come. This anxiety is chiefly reflected in the rate for 
three months’ belgas, which at one time weakened to 
75 centimes discount, equivalent to 14 per cent. per 

o 
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annum. French support subsequently brought about an 
improvement in the rate, and it is obviously in the 
interest of France that Belgium should remain on gold. 
The sustained demand for gold in the London bullion 
market is also significant, for it is believed that extensive 
purchases of gold are being made as a hedge against 
forward sales of gold bloc currencies. Sterling has im- 
proved against the dollar to just under $5, against $4-93 
in the middle of October. Seasonal purchases of dollars 
are now nearing their end, while American opinion is not 
entirely convinced that a further devaluation of the 
dollar may not take place. Still the decision of the 
American Government to remove the last vestige of 
control over foreign exchange operations and the exporta- 
tion of capital has had a steadying influence. 


THE ILL-FATED experiment of the sondermark is to be 
brought to an end, for the new Anglo-German Payments 
os Agreement provides that the Exchange 
al alla Agreement of last August shall terminate as 
- from November I, except as regards sonder- 
anne marks already paid into the Bank of 
England’s special account at the Reichsbank or notified 
to the Reichsbank authorities as awaiting transfer 
thereto. All these outstanding sondermarks will con- 
tinue to be sold by the Bank of England to British 
importers and other authorised buyers until February I, 
1935. The scheme will then be finally wound up, and any 
sondermarks then left over will rank as a first charge 
upon the foreign exchanges and earmarked under the 
new Agreement for the payment for British exports to 
Germany—that is, they will rank with other outstanding 
commercial debts due from Germany. So ends the 
sondermark experiment. While it was probably worth 
trying, it never had any real chance of success, for it could 
never overcome the ingrained custom of invoicing 
German exports to Great Britain in sterling. The 
British importer saw no reason why he should abandon 
this custom, while its maintenance was obviously to 
Germany’s advantage. The new Payments Agreement 
promises well on paper. 55 per cent. of the value of 
German exports to Great Britain is earmarked for pay- 











A BANKERS DIARY 165 


ment for British exports to Germany, and £400,000 is 
provided at once for outstanding debts, together with 
ro per cent. of the value of German exports. Foreign 
exchange permits for the importation of British goods 
are at the outset to be issued without restriction. Pay- 
ments on the Young and Dawes loans are promised in 
full, but holders of other German loans will be offered 4 
per cent. guaranteed Funding Bonds. It remains to be 
seen how the Agreement will work in practice, and 
Mr. Runciman’s warning that it would not remove all 
the difficulties from the path of Anglo-German trade 
appears well justified. 


PuBLic deposits at the Bank of England stood at an 
unusually high level during September, and this retarded 
the normal expansion in bankers’ deposits 
October and bank cash which often follows the 
a holidays. By October, however, public 
deposits had contracted, with the result 
that bankers’ deposits rose from {£95 to 
{105 millions and cash held by the ten clearing banks from 
{206-9 to {213-3 millions. Cash in October, 1933, 
amounted to {218-4 millions, so that a slight decrease 
has occurred during the past year. As regards earning 
assets, call money was practically unchanged between 
September and October at £135-8 millions, but has risen 
substantially from {89-2 millions, where it stood in 
October, 1933. Discounts have risen from {212-7 to 
{216-0 millions, but are substantially below last year’s 
October figure of £342-g millions. Investments stood at 
£575°5 millions in October, against {562-5 millions in 
September and £559:4 millions in October last year. 
By all accounts November should witness another increase. 
Advances only moved from £753-7 millions in September 
to £755:6 millions in October, and a year ago they were 
£747°5 millions or at much the same level. Deposits 
rose between September and October this year from 
{1,858-1 to £1,890-8 millions, but a year ago were as 
high as £{1,950°8 millions. The ratio of cash to deposits 
stood a year ago at II-2 per cent. In September this 
year it was II-I per cent. and in October 11-3 per cent., 
so that practically no change has occurred. 


Averages 


oz 
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Imports for October were £69-0 millions, against {57-7 
millions in September, and {61-8 millions in October 
last year. Raw material imports were 
— £16-9 millions, against £15-2 millions in 
Trade. September and {15-0 millions in October 
last year. Imports of manufactured goods 
rose from {13-2 millions in September to £16-0 millions 
in October. These figures compare with one of {14-2 
millions for October last year. The export returns are 
also satisfactory. Total British exports were {£36-7 
millions in October, against £34-0 millions in September 
and {34-1 millions in October last year, while exports of 
British manufactured goods were {28-5 millions, against 
£26-3 millions in September and {26-1 millions in 
October last year. These returns suggest that the trade 
revival has been well maintained into the autumn, and 
that the outlook is reasonably good at least until the 
early months of the New Year. 


Mr. F. L. BLanp performed a useful service in his 


Presidential address to the Institute of Bankers, when he 
insisted that the world’s troubles sprang 

peas — from economic as distinguished from mone- 
tary causes. Mr. Bland was at pains to 

suggest that there was but little wrong with our monetary 
system, and he also emphasised that bankers cannot 
create money in the sense of wealth. Money, as stored 
wealth, he said, must originate in individual effort; it 
represents accumulated savings of surplus beyond ex- 
penditure. Again, while a Government can increase the 
supply of currency, or can even add to the real wealth 
of the country by embarking upon public works, no such 
power rests in the hands of the banks. All they can do 
is to provide financial help or credit in response to an 
external demand. This commonsense view of the func- 
tions of money and banking is particularly timely when 
the banks are subject to political criticism and attack, 
but in one respect Mr. Bland may have carried his case a 
shade too far. It is perfectly true that currency inflation 
does not directly create new wealth but only transfers 
arbitrarily existing wealth. Again it is arguable that the 
banks by granting loans mobilise and transfer spending 
power and do not create new spending power. On the 
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other hand, both the Government and banks by a judi- 
cious exercise of these limited powers can give people the 
incentive to create fresh wealth. Even currency inflation 
is not wholly dissipated in a rise in prices, but may 
stimulate fresh production and inter-change of commo- 
dities. These aspects of the monetary question need not 
be stressed too much, but they cannot be entirely omitted. 


The Outlook foe the Discount 


Market 


By W. Manning Dacey 


HE prosperity of the London discount market 

T during a period of monetary instability and 

catastrophically declining international trade is 

surely a tribute to its adaptability. Consider the familiar 

picture of the discount market working under what we 
are still prone to regard as normal conditions. 

The market is conceived as almost exclusively con- 
cerned with the finance of current trade. Writing in 
1873, Walter Bagehot explained the discount brokers as 
specialists in the “‘ standing of parties,” earning a living 
as intermediaries between the trading borrower and the 
less qualified investor at short term. In 1926 Walter 
Leaf was still able to state that the market exists mainly 
by the discounting of commercial bills. 

While the basic function of the discount market thus 
remained unchanged, some developments of major import- 
ance had, however, taken place in the meantime. In the 
first place, the market had consolidated its position as 
an integral part of the English banking system. “ 

The discount market, as an intermediary between the 
Bank of England and the commercial banks, acts as the 
principal user of the short-term funds of the latter.” 

(Macmillan Report, June, 1931.) Instead of themselves 
investing the greater part of their surplus funds in bills 
to be rediscounted with the central bank if necessary, 
as in other countries, the London commercial banks 
(under the influence of our curious local convention that 
no self-respecting bank ever rediscounts a bill which has 
found harbour in its portfolio) developed the practice 
of lending the bulk of these funds to the discount brokers. 
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In return they received a security superior in three 
respects to bills purchased on their own account: the 
bills had passed under the searching scrutiny of a 
specialist in that type of investment; they were backed 
by the credit of the discount houses pledging them, now 
institutions of considerable financial strength; and the 
lending banker was not concerned with variations in the 
capital value of the bills, whether due to changes in 
market rates during their currency, or to the now almost 
unthinkable event of their non-payment at maturity. 
These money market loans thus constituted an ideal 
second-line reserve for the commercial banks; under 
conditions of financial stringency they need only call in 
their advances to the discount brokers, who in their 
place must apply to the central bank for any necessary 
rediscount facilities. The impact effect of the Bank of 
England’s credit policy, directed under the gold standard 
primarily to the protection of the gold reserve, thus 
operated through the discount market. 

This brings us to the second major development in 
the functions of the market. Towards the end of the 
last century the circulation of bills began to be composed 
predominantly of drawings from and for foreign countries. 
“The world-wide standing of the London accepting 
houses, in combination with the discounting facilities 
available and the maintenance of a free gold market, has 
led to the use of the sterling bill for international transac- 
tions in all parts of the world, and not only for transac- 
tions in which this country is concerned either as importer 
or exporter ”’ (Macmillan Report). This had two implica- 
tions. At any moment a considerable volume of accept- 
ances would be maturing, to meet which funds must 
be remitted from abroad. The country’s balance of 
payments could thus be improved by a rise in discount 
rates, temporarily discouraging the use of London 
acceptance credits. In pre-war days, also, rising bill 
rates would tend to stimulate the famous Continental 
investment demand. Once again the discount market 
figures prominently as a vital organ in the financial 
mechanism. 

Further, the increase in acceptances on foreign account 
meant that the market had become largely an “ invisible 
export’ industry. This is the more apparent when It 1s 
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remembered that the quantity of foreign money in 
London was normally at least as great as the volume of 
acceptances for parties overseas. In March, 1931, for 
example, ‘‘ Sterling bills accepted on foreign account ” 
amounted to £153 millions, and “ Deposits and sterling 
bills held in London on foreign account” to £407 millions, 
of which £36 millions represented direct ‘“‘ Advances to 
the Discount Market by certain foreign banks, etc.” 
(Macmillan Report.) The money market was, znter alia, 
an intricate mechanism for the conversion of foreign 
short-term money into foreign-drawn bills. 

Thus we picture the discount market as an institution 
intimately bound up with international trading relation- 
ships, and representing perhaps the highest refinement 
of specialisation in a world economy organised to secure 
the advantages of territorial and individual division of 
labour. Surely, then, it must have suffered a severe 
reverse from the Balkanisation of the world economy 
during the last few years? In the event, however, this 
expectation has been far from justified, as will be seen 
from the following table, summarising the results for the 
last ten years of the three public discount companies 
(the only figures available to the general public) :— 

















Dividends Aggregate 

Year net Year 

Alexanders | National Union poate 

£000 
1924 550 1924 
1925 475 1925 
1926 15% plus 23% 15% plus 479 1926 
1927 5°% bonus 5°% bonus 520 1927 
1928 tax free tax free 560 1928 
1929 572 1929 
1930 686 1930 
1931 15% 249/ 15% plus 470 1931 

” 5°% bonus 

1932 } 19° subject 541 1932 
1933 ws to tax 535 1933 





It will be observed that in 1931 Alexanders suspended 
their 5 per cent. bonus, but in 1932 and 1933 increased 
their dividend from 15 per cent. to 19 per cent. Since 
1931 the Union Discount bonus has been paid subject 
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to income tax. National Discount shareholders have not 
been affected at all. Aggregate net profits, after falling 
to £470,000 in 1931 recovered in 1932 and 1933 to 
£541,000 and £535,000 respectively, as compared with 
the 1924/30 average of £549,000. The trend of these 
results probably conforms to that for the market as a 
whole. In addition it may be noted that the three 
public discount companies have a combined capital of 
£3 millions (valued according to current stock exchange 
quotations at just over £14 millions), and published 
reserves of £3? millions. 

What accounts for this resilience under such 
apparently inauspicious conditions? An important factor 
has, of course, been Walter Bagehot’s highly successful 
invention, the Treasury bill, which has dominated the 
money market since I914. It is estimated that the 
volume of commercial bills in circulation has declined 
from about £250 millions in 1931 to less than {100 
millions at the present time, including about £30 millions 
“ standstills ’’ (Economist, June I0, 1934). In spite of 
a considerable contraction during the last eighteen 
months, Treasury bills issued by tender outstanding 
December I, amounted to £433-7 millions. In addition, 
allowance must be made for an indeterminate amount of 
Treasury bills sold by the Exchange Equalisation 
Account to acquire gold and devisen, some of which 
must have reached the market. At present, therefore, 
the relative importance of the Treasury bill is greater 
than ever. Nevertheless, owing to the prevailing exceed- 
ingly narrow margins, trading in Treasuries has not been 
exceptionally profitable during the last two years, and in 
this particular context the significance of the Treasury 
bill seems to be laigely a negative one, in the sense that 
were the market entirely dependent on commercial bills 
it would have had a very lean time during the two post- 
crisis years. 

The recovery in discount market profits is therefore 
attributable primarily to the downward trend of market 
rates. ‘‘ Falling rates of money with a declining Bank 
Rate always produce conditions favourable to the discount 
market, and if a rise in Government securities occurs at 
the same time its adds to their good fortune ’”’ said Mr. 
Colin Campbell in explanation of Alexanders abnormally 
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large profits for 1930, when Bank Rate was reduced 
2 per cent. in the course of the year. Since September, 
1931, Bank Rate has fallen from 6 per cent to 2 per cent. 
and the rate for “ outside ’’ money from 4% per cent. to 
4 per cent. While falling interest rates enhance the 
profitability of bill trading, it is naturally the fixed- 
interest bearing long-term securities which sustain the 
greatest increases in price. The expansion in the public 
discount companies’ holdings of gilt-edged securities 
induced by the favourable conditions since 1931 is shown 
in the following table :— 





Bills discounted and 


Investments ap 
short-dated securities 


Total As %_ of Total* As ‘% Of 
f total { total 
& assets* assets* 


13,562,553 13°6 81,353,094 
17,230,596 10-1 85,005,326 
13,664,726 14°4 77,499,071 
20,240,090 17°8 88,033,669 
28,394,713 23°7 86,057,457 





* In calculating these figures, that part of the “ Bills Discounted ”’ 
item in the balance sheets which forms the contra to the contingent 
liability on bills rediscounted has been excluded. 


Thus the discount market has been able to substitute 
Treasury bills and gilt-edged securities for the commercial 
bills which have disappeared since 1931. 

In the light of this analysis, what conclusions is it 
possible to form of the outlook for the market? To 
commence with the unfavourable elements in the situa- 
tion, the downward tendency of market rates, to which 
the satisfactory results of the last two years are largely 
attributable, is clearly a temporary phenomenon, which 
with discount and money rates at less than 1 per cent. 
must have about reached its limit. Failing a further 
rise in gilt-edged prices, however, it would be perfectly 
open to the discount houses to maintain their profits by 
a further substitution of securities for bills in their 
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portfolios, particularly as the market deals in few 
securities with more than five years to run before 
redemption. 

With regard to short-dated securities, the preponder- 
ance of the Treasury bill appears to raise some problems. 
When short-term advances are secured by Treasury bills 
(or bonds) two of the peculiar advantages of money-market 
loans disappear: no discrimination is required in the 
selection of the investment, and the credit of the discount 
market borrower adds little to that of the British Govern- 
ment. This applies equally to Treasury bills purchased 
from the market. For an investor desiring a second-line 
reserve yielding a small return, the only remaining 
advantage of a call loan is that the lender is protected 
against the effect of any rise in discount rates during 
the currency of the loan. At any time when the re- 
turn on Treasury bills appreciably exceeds the rate 
for clearing bank money, therefore, a tendency must arise 
for an increase in “‘ Bills discounted ”’ and ‘‘ Investments ”’ 
at the expense of ‘“ Money at Call and Short Notice.” 
This has not been the case recently, however, and even 
under appropriate conditions the operation of such a 
tendency must be restricted by the conventional pro- 
hibition of rediscounting. In relation to private firms 
holding Treasury bills as a reserve the market performs a 
definite specialist function analogous to that of a retailer 
carrying stocks of his commodity and distributing them 
to the final consumer. 

A more important problem concerns the magnitude 
of the Treasury bill issue itself. It is generally agreed 
that at its present figure of £433-7 millions the tender 
issue of Treasuries by no means exceeds the reasonable 
requirements of “‘ outside ’’ holders (chiefly the banks, 
the discount market and financial houses), and constitutes 
no real menace to sound finance. Nevertheless, if a 
pronounced revival in trade threatens a period of high 
interest rates, the Treasury may well succumb to the 
temptation of funding a further portion of the floating 
debt on favourable terms. 

To complete the debit side of the account it is 
necessary to mention the cessation of foreign bill pur- 
chases by persons abroad. The continental investment 
demand of pre-war days suffered considerable diminution 





} 
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in later years, foreign money finding its way more readily 
to London through the mechanism of the forward 
exchange market. Notwithstanding this, in the years 
preceding the crisis the balance sheets of the public 
discount companies showed “ Bills rediscounted ”’ during 
the December quarter amounting to some £40 millions, 
a figure which has since declined to £23 millions, in 1933, 
no doubt owing to the discouragement of foreign pur- 
chases by low rates and the exchange factor. While 
some of this business would no doubt be revived by a 
recovery in bill rates, it is fairly certain that the consider- 
able demand for sterling assets on the part of foreign 
central banks was permanently extinguished by our 
departure from the gold standard. 

So much for the facing of unpalatable facts; a great 
deal remains to be placed on the more cheerful side of 
the reckoning. While some formerly important functions 
of the market seem to have suffered partial atrophy for 
the time being, new fields of operation have arisen out 
of the changed conditions of the post-crisis financial 
world. As the Economist pointed out recently, a wide 
and elastic market for Treasury bills is imperative if the 
Exchange Equalisation Account, in smoothing out 
exchange fluctuations, is not to act as a disruptive factor 
in the money market. Moreover the demand for sterling 
assets by the central banks of the Sterling Area must 
serve to swell the short-loan fund and provide some 
compensation for the loss of business due to the eclipse 
of the gold exchange standard; though, unlike the 
Continental banks, these quarters do not appear to 
operate directly in the discount market. 

The most healthy portent for the market, however, is 
undoubtedly the beginning of a revival in the volume of 
commercial bills. Possibly assisted by the de facto 
exchange stabilisation of the past few months, inter- 
national trade seems to be recovering slightly, though it 
is to be feared that the jungle of neo-mercantilist regula- 
tions will not be cleared for many a day. On the other 
hand there has been a noticeable increase in the quantity 
of trade acceptances and of inland bills drawn under 
acceptance credits. Many traders have been attracted 
by the present low rates to establish direct relations 
with the discount market; and it has even become 
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possible to envisage some breaking down of that “ con- 
servatism ’’ w hich prevents the British trader of to-day 
from resuming the use of an instrument so deservedly 
popular with his grandfather for the finance of internal 
trade in the nineteenth century. Such an expansion in 
the “ staple commodity ”’ of the market would be welcome, 
and occurring during a period of trade recovery might do 
much to mitigate the adverse effects of rising discount 
rates. 

Meanwhile it may be said that the discount market 
definitely has its place in the present-day financial 
mechanism and in time may hope to recover those 
functions which are temporarily in abeyance. 


The Banks and the Discount 


Market 
By Paul Bareau 


HIS article is being written at a time when 
| the relationship between the banks and _ the 
Discount Market is uadergoing important if not 
fundamental alterations. The old picture of a discount 
market which centralised in its own portfolios the vast 
bulk of bills coming forward for discount in London, 
which sorted and classified this heterogeneous mass of 
paper and which by its resales satisfied the banks’ needs 
for bills of certain types and certain currencies, is 
beginning to fade. The preponderance of the Treasury 
Bill which calls for no special classification, whose 
“rating ’’ requires no traditional skill, has tended to 
make of bill broking a less specialised business than it 
once was; and consequently it has encouraged the 
intrusion of the banks themselves into direct com- 
petition for bills. A similar incitement to competition 
has been provided by the growing shortage of bills. 
This appearance of clashing interests which unfor- 
tunately has been only too evident in Lombard Street 
during recent months should not, however, blind us to 
the fact that the functions of the banks and of the 
discount market are in essence complementary. They 
are interdependent and not competitive entities. Their 
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interdependence is apparent at a glance. The Discount 
Market utilises bank money for financing its bill holdings 
and it relies on the banks’ purchases for such profits 
as it may earn on the turnover of bills. Its dependence 
on the banks is complete. The same can hardly be 
claimed for the dependence of the banks on the discount 
market; nevertheless the least sympathetic of clearing 
bankers will be prepared to accept the discount market 
as an extremely useful ally and satellite. It provides 
him with a short loan market in which he can utilise 
his second line of defence with absolute safety, with 
complete confidence in his ability to call it up, and in a 
profitable manner. In the second place the Discount 
Market makes available to the banker a free and wide 
market for bills, a market in which he can satisfy his 
peculiar requirements as to the types of bills he requires 
and the day on which he wishes them to mature, far 
more effectively than if he had to rely wholly upon 
such bills as he can obtain from his own commercial 
customers or by direct tendering for Treasury bills. 
The need for a short loan market in any financial 
centre worthy of the name needs no laboured proof. 
The problem which has faced financial centres other than 
London has been to create such a short loan market 
which could compare in stability and elasticity with that 
established here. The attempt in every case has failed. 
Paris has made it but in vain. In the United States, 
one of the aims of the founders of the Federal Reserve 
System was the creation of a bill market which could 
utilise the surplus funds of the Federal Reserve System 
and which would bring into being a less tempestuous 
and more economically desirable short loan market 
than that provided by the New York Stock Exchange. 
In spite of much official encouragement and “ spoon 
feeding’”’ this goal has never been achieved. Wall 
Street has remained the centre to which the surplus 
funds of the banking system have been drawn. As we 
well know, it is to this fact that must be attributed a 
not inconsiderable part of the responsibility for the 
crisis of 1929 and for the major economic recession of 
which the Wall Street crash of that year proved to be 
the prelude. This example should convince us that a 
short loan market which can act as a stabilising and not 
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a disturbing factor in the credit structure is an organisa- 
tion to be desired and cultivated. The London short 
loan market which exists side by side with the Discount 
Market, fulfils this desideratum. There can be no 
doubt that some of the rock-like stability of our banking 
system during the recent years of crisis has been due to 
this solidity of its second line of defence. 

When, therefore, one views the possibility of a 
substantial reduction in the London Discount Market, 
or even of its complete disappearance—as some are now 
inclined to do—sight must not be lost of the fact that 
its place will have to be taken by another organism in 
order to ensure the continued existence of a short loan 
market in London. The Stock Exchange admittedly 
employs part of the short loan fund already. But 
American experience should surely have taught us that 
an extension of this practice would prove contrary to 
the ultimate interests not only of the banking system, 
but of the Stock Exchange itself. 

In one other respect the disappearance or serious 
weakening of the London Discount Market would create 
a serious problem of substitution. The Discount Market 
now provides, as it has done for well over half a century, 
the link between the central bank and the commercial 
banks. It is the channel through which any additional 
bank cash required by the banking community is 
obtained from the central bank. The _ rediscounting 
facilities which the market enjoys at the Bank of 
England are at present the principal part of the 
mechanism for expanding and contracting credit in 
answer to seasonal and other special influences. If 
that link between the commercial banks and the Bank 
of England were to disappear, a new one would have to 
be forged. The banks might for example have to 
obtain direct rediscounting facilities at the Bank of 
England; certainly the whole traditional mechanism of 
credit control in this country would have to undergo 
drastic alterations. Would they be alterations for the 
better? It would be difficult to conceive of a mechanism 
working more smoothly, efficiently, and unobtrusively 
than that of the London Money Market over the past 
fifty years. 

Even with the fullest appreciation of the functional 














BANKS &, DISCOUNT MARKET 177 


importance of the London Discount Market and of its 
appendage, the short loan market, we cannot ignore or 
deny the fact that its practical importance has tended 
to diminish. This is the result of the contraction that 
has occurred in the market’s main stock-in-trade, namely, 
the available volume of bills of exchange. At various 
stages in its history the Discount Market has, however, 
had to adapt itself to changed conditions and there is 
no reason why a fresh evolution and adaptation of the 
market should not follow the present difficult period of 
transition. 

In its earliest days—in the first decades of the rgth 
century—the London Discount Market was essentially 
a market in domestic paper. The bill of exchange was 
then the predominant instrument for financing domestic 
trade. By discounting bills, which in the main were 
drawn in the industrial areas, and selling them to banks 
operating in urban districts or in such rich agricultural 
areas as the Eastern counties, the Discount Market in 
London performed an extremely useful equilibrating 
function. It promoted the flow of banking credit from 
those parts of the country where accumulated savings 
tended to exceed the demand for new capital invest- 
ment, to the new industrial areas where the demand for 
capital far exceeded the supply which could be made 
available by banks and investors within the area itself. 
In those days, before the development of branch banking, 
some equilibrating mechanism of the kind was necessary 
and it was admirably provided by the London Discount 
Market. It became less and less needed, however, with 
the rapid development of branch banking, while the 
business of the market also tended to suffer from the 
decline in the use of the domestic bill. This decline, 
however, coincided with the rise of the great London 
acceptance houses, of the London branches of important 
foreign banks and of the international bill on London. 
In catering for the classification and discounting of such 
international paper the London Discount Market had to 
exercise an exceptional degree of specialised knowledge. 
It was during the days of its specialisation in inter- 
national bills that the market reached the apex of its 
power and importance. 

During the war came the beginning of the great 
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expansion in Treasury bills. These yielded substantial 
and virtually automatic profits and caused an appreciable 
expansion in the number of houses and in the capital 
attracted to the Discount Market. As events were to 
prove, however, it was an expansion built upon founda- 
tions that were not enduring. The international bill, 
which inevitably dwindled somewhat during the war, 
enjoyed a sudden but not too happy revival during the 
decade that followed it. Since 1929, however, it has 
been steadily diminishing in importance, falling with 
the lower volume and value of international “trade. 
As for the Treasury bill, it is also declining in importance 
as a result of the debt funding policy which the Govern- 
ment has deemed it prudent to pursue. There have 
been appeals to the Government to arrest this funding 
policy out of regard for the Discount Market, but they 
have been made in vain. The official attitude may 
probably be summarised in the following words of 
Lord Bradbury in his memorandum of dissent to the 
Macmillan Report :— 

‘I am aware that Treasury bills are a source of considerable 
profit both to the banks and the market and play so large a part 
in their daily life that they can scarcely picture—at any rate are 
unable to contemplate with equanimity—a world without them. 
But the Sabbath was made for man not man for the Sabbath, 
and if it is desirable, as I believe it is, in the interests of the 
financial system as a whole, that the amount should be 
drastically curtailed, the banks and the market must adapt 
themselves.”’ 

Quite apart from the substantial decline in its 
stock-in-trade the Discount Market has had to with- 
stand increasing competition from banks in the direct 
buying of bills. There was a time when banks, regarding 
bills as their third line of defence, deemed it undesirable 
to carry in their portfolios paper having more than six 
to eight weeks’ currency. The full dated bills, therefore, 
found their way to a large extent to the Discount houses 
from whom the banks purchased short-dated paper. 
For some time past, however, the banks have tended to 
pursue a more competitive policy in their purchase of 
bills—partly as a result of the growing difficulty they 
have experienced in keeping their bill portfolios at 
anything like the normal figure. The branch banking 
dev elopment and the establishment of branches or foreign 
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subsidiary institutions abroad have placed the banks in 
a more favourable position in the direct competition for 
pills, while by becoming members of the “ Syndicate,” 
or by even more direct means, they have come to play 
an increasingly important role in the Friday tenders 
for Treasury bills. 

The combination of these circumstances—a smaller 
supply of discountable paper and increased competition 
on the part of the banks—has placed the Discount 
Market in a difficult position. Discount rates have 
been driven down to a point at which a loss is incurred 
in financing a bill position by short loans from the 
banks and this unsatisfactory and abnormal situation 
has obtained for close on two years. For about twelve 
months the fall in discount rates was checked by a 
‘“sentlemen’s agreement’ to which four out of the 
five big clearing banks adhered, limiting their buying 
rates for bills to certain specified figures. The natural 
forces arrayed against any such artificial tampering 
with rates were, however, too strong for the agreement 
and it broke down in the second half of October, 
bringing with it all discount rates and facing the Discount 
Market with a position which on any long term view of 
the situation appeared frankly untenable. To some 
extent this position has been alleviated by the clearing 
banks’ subsequent decision to make certain concessions 
in the rates charged to the Discount Market for short 
loans, but it remains precarious. 

These difficulties have paradoxically enough failed 
as yet to reflect themselves in the published profit and 
loss accounts of Discount houses. That is because the 
scarcity of bills has driven the Discount Market increas- 
ingly into Treasury bonds and similar gilt-edged securities 
of medium-term currency. This process began well 
before gilt-edged values reached their present exalted 
levels, and has therefore proved extremely profitable to 
the market. These ventures into the gilt-edged market 
must prove satisfactory enough while money rates are 
trending downwards and while fixed interest-bearing 
securities are therefore appreciating. But the reverse 
tendency must sooner or later occur. When it does, 
losses must be incurred. Yet capital losses should at all 
costs be avoided by the Discount Market. Houses 





P 











180 THE BANKER 


LS 


which run assets against money borrowed at call or on 
short-term equal to 15 or in certain cases 20 times their 
own capital resources should eschew all speculative 
operations; and the past decade should have taught 
us that the gilt-edged market holds speculative risks 
which cannot be ignored. What should be the bankers’ 
attitude towards this increased extension of the Discount 
Market’s activities into fields into which it should do 
little more than invest its own capital resources? On 
the whole it has been one of discouragement, though 
the sheer force of necessity has made it necessary for 
the banks to alter appreciably their rules regarding the 
proportion of bonds which they accept in any parcel 
of securities lodged against Discount Market loans. 
Under normal conditions that proportion used to be 
around 10 per cent. It has been increased considerably 
over the past three years. Under the new regulations 
which govern the banks’ money rates, a minimum rate of 
} per cent. applies to loans secured by Treasury bills 
and other bills eligible for rediscount at the Bank of 
England. On loans secured by other bills and bonds a 
minimum rate of I per cent. is charged. This open 
and official acceptance of the fact that certain of the 
Discount Market’s loans may be secured wholly by 
bonds could be construed as an intimation that the 
banks will help the market over the present period of 
difficulty by encouraging its operations in the more 
remunerative sphere of the gilt-edged market. Is this 
to be the way out of the zmpasse? We have seen that 
it carries with it certain dangers to which we cannot 
be blind. 

What other escape from the difficult situation can be 
devised? In the first place there is the possibility of 
restoring to the domestic bill of exchange the popularity 
which it once enjoyed. The London Discount Market 
was at one time primarily a market in inland commercial 
paper. Why should it not return to this function and 
so, incidentally, keep pace with the present trend of 
economic evolution towards national self-sufficiency? 
Another way out of the immediate difficulties would be 
provided by a further cheapening of money. The banks 
have gone some way towards this goal by halving their 
minimum rate on loans against eligible bills; but this 
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gesture has not satisfied the market. It still allows the 
banks to buy bills at lower rates than those at which 
they are prepared to lend to the market. This is 
abnormal and illogical. What justification is there for 
a bank’s unwillingness to lend at less than $ per cent. 
when it is prepared to buy a bill, having a few days to 
run, at } per cent.? Before the war the money market 
was free and competitive, and if discount rates are to 
be allowed to find their own level, there is in the 
Discount Market’s eyes a good case for letting money 
rates find their competitive level also. The banks, 
however, have other views, and in their recent relaxation 
of money rates they have gone as far as they are likely 
to go for some time to come. 

What other possible solution of the Discount Market’s 
problem is there left? It is that of retrenchment and 
partial demobilisation. The large expansion in the 
membership and capitalisation of the market after the 
war was effected on the basis of a business which is no 
longer there to be transacted. It seems inevitable that 
with the steady shrinkage in international paper and 
with the funding process to which the floating debt is 
being subjected, the overdevelopment of the Discount 
Market must be remedied. The process has already 
begun, by amalgamations and retirements. It is likely 
to continue. But in allowing its continuance we should 
as a nation beware lest the stature of the market diminish 
to a point at which it will no longer be capable of 
upholding its great responsibility and performing its 
pivotal function in our credit structure. With over a 
century of honoured, prosperous and envied existence, 
the London Discount Market is one of the most valuable 
parts of our banking heritage. It should not be sacrificed 
too lightly. The endeavours which other nations have 
made, and made in vain, to copy it carry with them a 
lesson. They should teach us that the continued 
existence of the Discount Market would justify both 
effort and sacrifice on the part of the banking community. 
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The Discount Market and the 


Treasury 


By Norman Crump 


fundamental changes in the London discount 

market, but none is perhaps more pronounced 
then the enormous increase in the importance to the 
market of the Treasury bill issue. Primarily this is due 
to war-time finance which necessitated a very marked 
expansion in the floating debt, but the post-war depression 
in international trade must also bear its share of responsi- 
bility. Still whatever the causes, whereas in pre-war 
days Treasury bills were of very minor importance in the 
discount market, to-day they occupy the dominating 
position. It is hardly an exaggeration to say that by 
expanding or contracting its weekly tender issues of bills, 
the Treasury is able to raise or lower market discount 
rates. 

Some tentative estimates published recently in The 
Economist suffice to illustrate the market’s change-over 
from commercial bills to Treasury bills. In 1913, the 
Treasury bill issue amounted to a figure of the order of 
£15 or £20 millions (an insignificant sum), while the supply 
of commercial bills was in the neighbourhood of £250 
millions. By 1929, immediately before the recent crisis, 
the total of Treasury bills issued by tender had risen to 
between £480 and £580 millions (these being the limits 
of the year’s fluctuation in the issue), while the supply of 
commercial bills was still about £250 millions. By early 
1933, the total of tender issues of Treasury bills had risen 
still further to about £600 millions, while the depression 
had reduced the supply of commercial bills to about {120 
millions. Since then, the total of Treasury bills issued 
by tender has been reduced to £420 millions, while the 
estimated supply of commercial bills has fallen to just 
under {100 millions (including £32 millions of standstill 
bills). 

These approximate figures are summarised in the 
following table. 


Tw past twenty years have witnessed many 
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Treasury Bills Commercial 
Date issued by tender Bills Total 
£ millions £ millions £ millions 
1013... nee — 15 to 20 250 265 to 270 
1929... ws ... 480 to 580 250 730 to 830 
Early 1933 ae 600 I20 720 
October, 1934 we 420 100 520 

This table shows very clearly how the Treasury bill 
has come to occupy the dominant position in the discount 
market. It further shows that as a result of the slight 
expansion in tender issues of Treasury bills between 1929 
and early 1933, the total supply of bills available to the 
banks and discount market was well maintained right 
up to the latter year. Finally it shows that almost 
entirely as a result of the contraction in the Treasury bill 
issue during the past eighteen months, the supply of bills 
has been reduced by £200 millions. 

I shall return to recent fluctuations in the supply of 
Treasury bills at a later stage. Meanwhile it cannot be 
denied that in comparison with pre-war days the total 
available supply of bills has been vastly increased, and 
that the increase consists solely of Treasury bills. There 
is no doubt that in post-war days, right up to a year or 
two ago, this made things very easy for the money 
market. The Treasury bill can be taken safely at its 
face value. The security behind it is absolute. There is 
no need for a careful scrutiny of the bill or the transaction 
which it purports to represent, and there is no need for 
any knowledge of the names on the bill. Treasury bills 
are freely taken by all financial institutions, and can be 
rediscounted at the Bank of England. So long as the 
supply of Treasury bills remained adequate, the discount 
market was virtually in clover, and it is not surprising 
that after the war many new houses came into being, or 
that bill-broking was looked upon as a pleasant, safe and 
easy occupation. 

As a short-run view, Government resort to Treasury 
bills as a method of finance had much to recommend it. 
Right up to 1932, interest rates on long-term Government 
securities ruled high, and except in times of stress 
Treasury bills were the cheaper form of Government 
financing. We have already seen that expansion in the 
Treasury bill issue made things easy for the money 

market, and superficially it appeared that everyone was 
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pleased and no one was harmed. This method of finance, 
however, though easy was alluring. In September, 1929, 
for example, the Government and the City both had a 
definite warning. In that month Bank rate had been 
raised from 54 to 63 per cent., and by alli accounts the 
immediate cause of this increase in bank rate to a penal 
level was the increasing difficulty experienced by the 
Government in placing its Treasury bills at a lower rate. 
For several weeks prior to the change, the market rate 
for Treasury bills had stood within a hair’s breadth of 
Bank rate, and it was this that finally forced the increase. 

In 1932 came a restoration of confidence in our 
finances, and the inauguration of the policy of cheap 
money, which cleared the way for War Loan conversion. 
The Government, rightly from the national point of view, 
decided to take advantage of this era of cheap money to 
place as much as possible of the National Debt upon a 
permanent basis. Hence in addition to definite conver- 
sion operations they have replaced an appreciable amount 
of the floating debt by long-term and medium-term 
issues. It is true that during these years there has been 
an appreciable increase in the size of the floating debt, 
but this is due to the establishment of the Exchange 
Equalisation Account, amounting to-day to £375 millions. 
As this sum represents definite assets held by the Govern- 
ment, it is necessary to deduct it from the apparent total 
of the floating debt, in order to arrive at the true size of 
the latter. Thus while apparently between March 31, 
1932, and September 30, 1934, the floating debt was 
increased from {611 to £872 millions, in reality there has 
been a decrease from {611 to £497 millions. 

This decrease is brought out very clearly if Treasury 
bills are divided into issues by tender to the banks, the 
money market and other outside holders; and issues 
through the tap to Government departments including 
the Exchange Equalisation Account. This distinction is 
brought out in the table on page 185: 

Comparing March, 1932, and September, 1934, the 
tender issue of Treasury bills has fallen by £46 millions, 
while the tap issue has risen by £265 millions. This last 
figure can usefully be compared with the intervening 
establishment of the Exchange Equalisation Account of 
£375 millions. It would be wrong, however, to infer that 
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Treasury Bills 
issued Ways and Total 


issued through Means Floating 
Date by tender thetap Advances Debt 

£ millions {millions millions {£ millions 
1932, March 26th ... 470 134 7 611 
1932, Oct. Ist ea 585 281 20 886 
1933, ApriliIst ... 556 220 35 811 
1933, Sept. 30th ... 560 428 33 1,021 
1934, March 31st ... 457 343 45 845 
1934, Sept. 30th ... 424 399 49 872 


last September the Exchange Equalisation Account con- 
sisted of £265 millions of Treasury bills and {110 millions 
of gold and devisen, for a crude deduction of this character 
makes no allowance for changes in the quantity of Treasury 
bills held by other public departments. A detailed 
examination of fluctuations in tap issues of Treasury 
bills shows that public departments in general are 
constantly varying their holdings so as to be able to take 
up and support new Government issues of long-term 
securities, or to acquire Treasury bonds which are on the 
point of maturity. 

Reverting to the tender issue of Treasury bills which 
primarily interest the discount market, it can be seen 
from the table that big contractions only began a year 
ago. There are various ad hoc explanations of this 
reduction of £140 millions during the past year. First 
of all there were the recent Government issues of 2$ per 
cent. Conversion Loan, and 3 per cent. Funding Loan. 
The latter in particular admitted of a redemption of 
some £40 millions of the floating debt. On top of this 
came the budget surplus of March 31 last, and this again 
provided approximately £30 millions towards the reduc- 
tion of the floating debt. Then, too, there is the effect 
on the tender issues of Treasury bills of the operations of 
the Exchange Equalisation Account. Up to last spring 
the Account on the whole was buying gold and devisen. 
This meant that its own holdings of Treasury bills were 
diminishing, and so additional Treasury bills had to be 
issued by tender, and taken up by non-Government 
holders. Hence the absence of any reduction in the total 
of tender issues of Treasury bills up to the beginning of 
this year. Since March, however, until recent weeks, 
the boot has been on the other leg. The Exchange 












186 THE BANKER 


Equalisation Account has been a slow but consistent 
seller of gold and devisen, and so it has had to increase 
its holdings of Treasury bills. It is significant that since 
the end of March the total of tap issues has increased by 
£56 millions, and it is also obvious that each increase in 
the Exchange Account’s holdings of Treasury bills tends 
to involve a decrease in the quantity of bills issued by 
tender. This is an important explanation of the decline 
in tender issues of Treasury bills during the past six 
months. 

Reverting to the last table, the total of Treasury bills 
issued by tender has fallen since March 31, 1932, by 
£46 millions. Simultaneously there have come into being 
two new potential demands for Treasury bills. The 
first of these I have already discussed, this being the 
demand from the Exchange Equalisation Account, which 
arises every time the Account is selling gold or devisen 
in support of sterling. In all probability the Account 
does not buy bills direct from the market, but varies its 
own applications for bills according to its needs for each 
week. Still we have seen that there is always a large 
mass of bills, possibly of the order of £200 millions, liable 
to float to and fro between the Exchange Account and 
the outside world. This implies that there must be in 
existence an active discount market large enough to 
take up during the space of a few months a quantity of 
Treasury bills of this magnitude, and this in a sense is 
equivalent to a new potential demand for bills which may 
take shape at any moment. It is claimed that the object 
of the Exchange Equalisation Account is to protect 
sterling and the London exchange market from the 
impact of panic movements of funds and speculative 
operations in sterling. It might be truer to say that all 
the Exchange Account has done is to transfer the impact 
from the foreign exchange market to the discount market, 
so that in the place of fluctuations in the value of the 
pound we have fluctuations in the supply of bills and in 
discount rates. 

The second new demand for bills is more direct. It 
arises from the growth of the sterling area. To-day, 
every central bank in the sterling area keeps part of its 
resources in the form of sterling, and Treasury bills are a 
convenient form for these reserves to take. This consti- 
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tutes a new demand for Treasury bills, and as they 
virtually form part of the sterling area central banks’ 
cash, the rates at which these bills are bought or tendered 
for, need not be remunerative. Incidentally any impact 
arising from fluctuations in the sterling area exchanges, 
or in the sterling reserves of these foreign central banks, 
tends to fall upon the London discount market. 

The upshot is that while apparently the London 
market is still well supplied with bills, in reality there is 
a considerable and increasing shortage. Proof of this 
is to be found in the low level of market discount rates, 
in the breakdown of the clearing banks’ agreement to 
maintain discount rates, and in the reduction to } per 
cent. in the rate of the bulk of their loans to the money 
market. It is quite clear that this reduction was forced 
upon them by the shortage of bills. Had they not 
reduced their rate, business would have been lost to 
outside lenders, and no doubt several members of the 
discount market would have gone out of business. 

It remains to look to the future. There is no doubt 
that the Government must give prior consideration to 
the claims of the tax-payer and to the need for a financial 
policy which will prove the best in the long run. Nor 
must it be forgotten that cheap money is part of the 
Government’s general policy for the revival of trade. By 
reducing the floating debt and forcing down discount 
rates, it is intended to force former holders of Treasury 
bills into taking up gilt-edged securities. This in turn 
will raise the price of gilt-edged securities, and drive 
down investors and other classes of stocks. So will the 
cost of new capital to industry be reduced, and so will 
fresh capital be converted into financing under enterprise. 
This, in one sentence, is the way in which cheap money 
percolates through until it stimulates trade, and the 
discount market cannot and does not claim the right to 
stand in the way. Yet, as Mr. Montagu Norman said 
only a few weeks ago, the discount market is a necessary 
cog in our financial machine. Without it international 
trade cannot be financed, nor in particular can the 
sterling area function. Without an active discount 
market and an adequate supply of bills, the clearing 
banks would be driven to employ their short money on 
the stock exchange thus following an American precedent 
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which has been shown to be not entirely desirable. 
Without a discount market to take up the slack, the 
Exchange Equalisation Account could not carry on its 
operations. Finally, if the discount market ceased to 
exist, it would be impossible to cheapen and assist home 
trade by a return of the use of the inland bill. 

The Government cannot remain entirely indifferent 
to these vital considerations. Admitting that it must 
have one eye on the taxpayer and on future financial 
policy, it must not make the mistake of driving the 
discount market completely to the wall. It must also 
recognise that the minimum supply of Treasury bills is 
essential to the smooth working of our financial machine, 
and in its laudable efforts to fund the floating debt while 
long-term capital is cheap, it ought not to reduce the 
supply of Treasury bills issued by tender and available 
to the banks and the money market below this minimum, 


The Bill Broker 


By H. W. Greengrass 


HE statement is frequently made in descriptions 

of the money market that London is unique both 

as regards her position as a financial centre and 

by the character of her internal organisation. In the 

present article we are not concerned so much with the 

relation of London to the other great money markets of 

the world, but with the consideration of the one con- 

stituent of its organisation above all others which lacks 
a counterpart abroad, namely the bill broker. 

To a foreigner it must seem a little surprising to find 
that the discounting of bills is a specialised and distinct 
business in London, instead of being a mere departmental 
concern of the banks. Past experience, however, has 
shown that the existence of a strong discount market, as 
a separate entity from the banks, is highly desirable to 
provide a maximum liquidity for funds in London during 
times that can only be described by that vague word, 
“normal.” It is freely admitted that, at the moment, 
the bill broker is something of a superfluity; the 
immediate functioning of the money market would not 
be seriously impaired did he not exist, but there is the 
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future to consider, and the bill broker pursues his curtailed 
activities in the knowledge that what he considers 
“normal times ’’’ must come again when currencies are 
more stable and international trade is reborn. Then, the 
bill broker will again be the indispensable feature of the 
London money market that he was in the past. 

The term “ bill broker” has often been popularly 
interpreted to mean a man who merely buys bills for the 
purpose of re-selling them; actually the generic term 
may be sub-divided into the two classes of “‘ Running 
Broker ”’ and “ discount house.” 

The former is merely a go-between the sellers and 
buyers of bills, for being, as a rule, a man of small capital, 
he is unable to carry the bills he buys but must im- 
mediately sell them at a fractional profit—very fractional, 
in most cases. 

Nevertheless, his function is a useful one; he is in con- 
stant touch with those who usually have bills to sell and 
equally conversant with the discount houses and, conse- 
quently, can facilitate the expeditious placing of the large 
parcels of bills which sellers wish to turn into ready cash. 

The discount houses, however, are bill brokers of a 
very different calibre. At all times they retain an 
appreciable total of the bills they discount and accordingly 
must have command of ample resources in order to do so. 

Numerically, the discount houses are few; there are 
three public limited companies, the combined paid-up 
capital and reserves of which total £7,000,0o0o—and some 
fifteen or sixteen private companies or partnerships of 
varying size. Although by comparison with the three 
companies, these private concerns may be considered 
small, nevertheless they are powerful, for the nature of 
their business necessitates the borrowing of sums of money 
running into millions, and to be in a position to command 
such loans they must necessarily be possessed of a 
substantial capital. The cash resources they have to 
utilise in the discounting of bills accordingly consist, in 
the first place, of their capital, secondly, of money that 
may be lodged with them on deposit by their private 
customers or by the public—and to encourage such 
deposits the discount houses offer rates of interest 
slightly in excess of those paid by the banks—and lastly, 
and mainly, of the loans they borrow from the banks. 
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It is in his relation as borrower that the bill broker is 
of the greatest importance to the banks and, indeed, to 
the money market as a whole, because he so completely 
maintains the liquidity that is the essential feature of a 
successful financial centre. 

It is axiomatic that the primary duty of a banker is 
to employ the funds at his disposal profitably and, at the 
same time, always to be in a position to provide all the 
cash that his customers may demand from him. The 
borrowings of the discount houses provide an excellent 
means to the banker for observing this elementary canon 
of his business; his loans to the discount market yield 
him an income and he so arranges them as to ensure that 
he is always in a position to call in sufficient to satisfy 
the demands for cash that may be made upon him. To 
do this, he will divide his loans to the bill brokers into 
the three classes, of weekly money, day to day loans and 
overnight money. Those of the first category are 
arranged from one day to the corresponding day of the 
following week and will be renewed from week to week 
whenever the banker has no occasion to call them in. 

Similarly, day to day loans, when not called in, are 
liable to repayment on the following day, whilst overnight 
money consists of casual borrowings in the afternoon to 
be repaid to the lending banker the following morning, 
as a matter of course. 

From the banker’s point of view the system is 
admirable; he is in a position each morning to take in 
both the maturing weekly fixture and the day to day 
money from each discount house having loans due. 
Should he not require money on any particular day, he 
still maintains the liquid character of his funds by 
continuing his “ fixtures’’ until the following week and 
the “‘ day to day’ money until the next day, when again 
he will be able, if necessary, to call in maturing fixtures 
besides the ‘‘ day to day’ money that he has previously 
left undisturbed. Totals are necessarily variable, and 
therefore conjectural, but an idea may be gained of the 
mass of credit so employed from the fact that, until the 
convention was disregarded some two years ago, each 
of the ‘‘ Big Five” clearing banks in rotation actually 
called in a total of approximately £5,000,000 from the 
discount market each week, re-lending this amount on the 
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following day. Since this calling for what was known as 
“making-up’”’ purposes by no means represented the 
whole of the money due, it is obvious that so long as loans 
are made by the banks to the discount market, so long 
will extreme liquidity be attained. 

As his name implies, a bill broker is an intermediary ; 
the money which he borrows from the banks on the 
shortest of short terms he virtually re-lends for consider- 
ably longer terms by discounting bills having a currency 
of anything from one to six months, although by far the 
greatest number have threemonthstorun. Consequently, 
whenever he has the repayment of loans demanded from 
him, he must either replace his calls by fresh borrowings 
from other banks, including, as a last resort, the Bank 
of England, or by a partial liquidation of his position by 
selling a like amount of his holding of bills. Here, again, 
his usefulness is doubly exemplified. Banks frequently 
have money which they can safely utilise for a short 
period, while it would be imprudent for them to lock it 
up for so long a term as three months and accordingly at 
such times they will be eager to buy from the discount 
houses bills which from their inception the latter have 
been carrying but which have come within a few weeks 
of their maturity. In the second place, when a discount 
house replaces a loan called by one bank by a fresh 
borrowing from another, it effects an economy of credit 
by absorbing it where it is redundant and supplying it 
where it is needed. In the absence of a discount market 
it would be difficult to visualise direct inter-bank borrow- 
ings; theoretically it would, of course, be possible, but 
there are practical objections to such a practice, and one 
is led to the conclusion that, were there no discount 
houses, banks in need of credit would be forced to 
re-discount their bills at the Bank of England. Such a 
system would not only lead to a frequent release of 
credit by the Central Bank when an increase was not 
actually desirable, but would inevitably cause a weakening 
of the Bank of England’s power of control over the 
whole money market. 

It has already been stated that the discount houses 
employ their funds in the purchase of bills which, 
incidentally, are lodged as security for the loans granted 
by the bank. These bills fall into three main categories, 
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viz., bank acceptances, Treasury bills and trade bills, 
and come from various sources into the possession of the 
discount houses. Each has its own connection of private 
customers, chiefly traders who draw bills (which they 
wish to turn into ready cash) against the commodities 
they sell. Some of this paper may be what the market 
will describe as “‘ trade bills’’; others will be ‘ bank 
acceptances.”’ Although the former are the more re- 
munerative to the bill broker, the risk of the failure of the 
principal parties to them is greater than in the case of 
“bank acceptances’ and the higher rates of discount 
at which they are negotiated may be regarded, to some 
extent, as an insurance against the materialisation of 
that risk. 

But the holding of this type of paper must be a small 
proportion of the total of the bills carried in a bill broker’s 
portfolio for the reason that the banks, quite logically, 
are generally disinclined to lend large sums of money at 
low rates of interest against such security. Bank 
acceptances, that is to say, bills accepted on account of 
traders by banks of accepting houses, are quite another 
matter. The infallibility of the acceptors assures paper 
of this class an eager market at all times and a discount 
house will quote the finest rates to its customers who 
have such bills to negotiate. 

Apart from its private customers, a discount house 
will be able to buy bank bills from those banks in London 
known as “ endorsing banks.” 

These comprise the banks whose chief centres of 
activity are overseas; in the ordinary course of their 
business their offices abroad will be remitting to London 
sterling bills they have negotiated for their local cus- 
tomers, while the London offices will discount these bills 
in order to provide cash to meet drafts drawn upon them 
in other parts of the world. Since these endorsing banks 
are at all times in touch with every discount house, the 
competition for their bills is necessarily keen and low 
rates of discount prevail for them. 

The portfolios of the discount houses are completed 
by the Treasury bills offered by tender each week and 
supplemented by the occasional issues of somewhat 
similar bills by certain municipalities. 

There is a very close relationship between the discount 
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rates quoted for Treasury bills and bank acceptances in 
the open market, the rate for the former being fractionally 
lower than that for bank bills of similar maturity. 

In normal circumstances, the open market rate of 
discount (which is at all times determined by the demand 
for bills in relation to their supply) will be subject to an 
upper and a lower limit. The upper figure is fixed by 
Bank rate—the Bank of England’s minimum rate of 
discount for approved bills. If, at any time, this rate is 
reached in the open market either Bank rate will be 
raised to prevent the Bank of England from being 
inundated with bills for discount or, should a rise in 
Bank rate be considered undesirable at the moment when 
such a state of affairs prevails, the Bank of England will 
take steps to establish a lower discount rate in the 
market. The method adopted to achieve this end is for 
the Bank of England to purchase bills at the rate it 
should deem desirable for the open market to maintain. 
This method is immediately effective; no-one will sell 
in the market at a rate higher than that which can be 
obtained from the bank and, furthermore, such special 
purchases of bills releases additional credit to the market 
whilst diminishing the supply of bills available with the 
inevitable result of lowering the rate of discount. 

At the other end of the scale, the lower limit is 
determined by the price the discount houses have to pay 
for their accommodation, purchases below that figure 
being, of course, unprofitable. For many years now, the 
clearing banks have adhered to a minimum charge for 
their loans of one per cent. below Bank rate and certain 
other banks work on a similar principle. Nevertheless, 
there are a large number, chiefly the foreign banks in 
London, which do not observe this convention. 

When monetary conditions are stringent, their rates 
for money advance more rapidly and to a greater extent 
than do those of the clearing banks, but on the other 
hand, when credit is abundant, they will accept rates 
substantially below the fixed minimum. 

The bulk of the money lent to the discount market, 
however, comes from the clearing banks and although 
the so-called ‘‘ outside banks’’ have been lenders of 
unusually large amounts during the past two years, their 
lower charges during this period of exceptional ease have 
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not been able to bring the average money rate appreciably 
below 1 per cent., the fixed charge of the clearing banks, 

Despite this, the open market rate of discount has 
sunk well below the figure that normally should be 
regarded as the irreducible minimum and has only 
exceeded it for the briefest periods since Bank rate was 
reduced to its present level. The explanation of this is 
to be found in a common saying in Lombard Street, 
that “‘ money beats bills every time.” 

Since the foregoing was written, the clearing banks 
have intimated that they will modify their lending rates, 
as from November 8, 1934, by accepting #4 per cent. for 
money lent against the security of either treasury bills 
or bills which are approved by the Bank of England; 
the so-called “ official minimum’”’ rate of I per cent. 
still to be enforced for loans against any other class of 
security. It is suggested that this arrangement may be 
carried out experimentally for a period of three months. 

It seems likely that this alteration will affect the 
discount houses in much the same way as a fall in Bank 
rate would, but its effect upon the market rate of discount 
remains to be seen. 

Since Great Britain abandoned the Gold Standard the 
supply of credit has steadily increased and, simultaneously, 
the spate of bills that flowed into the discount market 
has shrunk to a mere trickle. 

This increase of credit is due to several factors, but 
is chiefly attributable to the policy of the financial 
authorities having been set towards easy monetary 
conditions. This policy has made possible the conversion 
of a large portion of the National Debt to a lower rate of 
interest; it has also been a partial deterrent to the 
placing in London of excessive foreign floating balances 
and it has provided cheap and abundant credit to assist 
the revival of trade. Up till now, however, trade has 
availed itself very scantily of the additional credit placed 
at its disposal with the consequence that the banks have 
been obliged to apply increasing amounts of the money 
in their hands to the purchase of bills. This additional 
competition with the discount houses would have been, 
in itself, sufficient to make it extremely difficult to 
maintain the bill rate at a remunerative figure, but the 
natural downward tendency it caused was accelerated by 
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this buying on the part of the banks occurring at a time 
when the supply of bills itself was steadily shrinking. 
International trade being at a low ebb, bank acceptances 
have steadily diminished in amount, whilst the recent 
upward swing of domestic trade has made the National 
Revenue sufficiently buoyant to enable a reduction of the 
weekly issues of Treasury bills. In these circumstances 
the competition of the Banks has been unusually severe 
and their recent unusual facility for absorbing full dated 
bills has given rise, here and there, to the question as to 
whether the discount houses may not be a superfluity in 
the London money market. Certainly, a prolongation 
of existing conditions may well result in a reduction of 
their numbers, and could the present circumstances be 
considered permanent they all might vanish without 
detriment to the financial organisation of London. But 
it is obvious that the present state of affairs cannot be 
lasting; at some time in the future there must be some 
stabilisation of currencies and a resumption of foreign 
lending, leading in turn to a revival of international 
trade. It is recognised that when this time arrives a 
strong discount market will again be essential for, 
without it, the financial mechanism of London would 
have to undergo considerable modification, and it is 
difficult to see how the new system could be an improve- 
ment on the old. Were the banks to undertake the 
functions normally fulfilled by the discount houses, a 
different method of maintaining liquidity of funds would 
have to be adopted. 

Since there would be no loans maturing daily to be 
called in when necessary, the banks would be obliged 
to maintain far greater cash balances than they have at 
present at the Bank of England. From a narrow point 
of view the unremunerative inaction of this money would 
absorb a considerable proportion of the additional profit 
the banks might gain by the elimination of the discount 
houses. As compensation to the banks the rates of 
discount would tend to rise on account of the diminished 
total of money available for the purchase of bills and the 
cost of financing by the means of discounting being thus 
increased, trade could hardly benefit from the change of 
method. 

From a broader point of view, however, the Bank of 
Q 
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England’s control of the money market would be consider- 
ably weakened. It is now, and always has been in the 
past, chiefly exercised through the discount market, 
which is forced to borrow from the Bank of England 
whenever the calling of loans by the banks is so general 
as to deny the discount houses a sufficiency of credit 
from their ordinary sources. In the new set of circum- 
stances the banks would be forced to adopt the method 
employed in many foreign financial centres, namely, to 
re-discount their bills with the Central Bank. 

Applications to the Bank of England would be much 
more frequent than they have been in the past, for, while 
one bank might have redundant resources, another which 
might be short of money would be forced to re-discount 
bills at the bank with the result that the money market, 
as a whole, would be over supplied through the release 
of this additional credit by the Bank of England. The 
very fact that the latter would be obliged to release credit 
at times when the market, as a whole, did not need 
additions to its stock, furnishes ample evidence of the 
limitations which would be set to the Bank of England’s 
controlling power! To London, as the banker of the 
world, it is more necessary than in any other monetary 
centre that the Central Bank should be able at all times 
to exercise a powerful and effective control. 

Before conditions again settle down to a state of 
normality, it is quite likely that there may be modifica- 
tions of the discount market as an organisation, but the 
usefulness of the bill broker is fully recognised by the 
financial authorities and it is highly improbable that, in 
the future, his activities will be fundamentally different 
from what they have been in the past. 
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Standstill Bills on the Discount 
Market 


By S. S. Metz 

HE designation “ Standstill Bills’”’ at first sight 
appears to be a contradiction in terms. We are 
accustomed to think of bills as instruments that do 
not stand still. Genuine bills originate in the turnover 
of goods passed from hand to hand and are paid off out 
of the proceeds of the underlying transaction. Yet we 
are familiar with several types of bills of exchange, 
whose status as such no one would question, which 
could not satisfy this criterion of self-liquidation. Finance 
bills, renewal bills, “‘ pig-on-pork ”’ bills, bills to create 

foreign exchange, and others, belong to this class. 

On the other hand, quite a fair proportion of so-called 
Standstill bills meet every requirement of the genuine 
bill of exchange in regard to automaticity of cover. It 
is not in this direction, therefore, that we must seek the 
peculiar distinction of the Standstill bill. 

It is true that Standstill bills are drawn under a 
formal international agreement to which, besides the 
interests liable in respect of the bill, others are parties. 
But in a less formal way this might be the case with any 
bill in circulation. Nor is there anything in the agree- 
ment itself which places upon anyone the obligation to 
accept a bill of exchange, as creditor banks have the 
option to go under cash advance. Inso far, therefore, as 
bills are in circulation under the Standstill Agreement, 
it must be assumed that this is either a matter of con- 
venience or necessity on the part of the acceptors. 

In what respect then does the position of holders for 
value of such bills differ from that in relation to other 
bills? The answer to this is found in the chief considera- 
tion which has brought the so-called Standstill Agree- 
ments into being, namely the impossibility for the 
debtors to obtain foreign exchange to meet their obliga- 
tions. Thus, the holder for value of bills, on which the 
names—other than that of the acceptor—are in a country 
in which such exchange restrictions are in force, is 
deprived of unconditional enforceability of the right of 
recourse which is the fundamental characteristic of the 
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bill of exchange. Theoretically, of course, this right is 
not explicitly denied to the holder, but any attempt to 
exercise it must fail in practice against any party to the 
bill in a country where exchange restrictions prevail. 
The best that could be expected would be payment in 
local currency. He holds, therefore, in effect, one name 
paper. Ifthe volume of paper of that class in circulation 
bearing the acceptance of any particular banking house 
is such as to render it impossible for the acceptor to 
meet these bills at maturity in the event of further 
discount facilities not being available, then the bill 
becomes nothing more than a voucher. The ultimate 
value of this voucher depends on the maintenance of 
discount facilities and upon the intrinsic solvency of the 
foreign debtors through an indefinite period of varying 
economic conditions pending such time as exchange 
transfer possibilities will again become available. 

Whatever may be the qualifications that must apply 
to its status as a bill of exchange, there can be no doubt 
that the Standstill bill was a merciful improvisation. It 
is no exaggeration to say that through its means chaos 
in the London discount market was averted, with the 
risk of incalculable reactions upon the entire banking 
system here and elsewhere. 

The background of the events which, about the middle 
of 1931, rendered emergency action imperative is still 
too fresh in the memory of the financial community to 
need elaboration. Briefly summarised, they were the 
direct consequence of an attempt to correct, precipitately, 
grave errors of policy committed by the international 
banking community over a period of years in lending 
both cash and credit in central European countries, mainly 
Germany. We are prone to console ourselves with the 
thought that the developments which occurred were 
unforeseeable; that we were in good company as the 
whole banking world was involved; that, after all, 
Germany in particular had always been a good debtor; 
that no other country afforded a similar number of 
important and solvent borrowers, and that almost every- 
where else the immediate outlook was gloomy. 

In our heart of hearts, however, I think we must 
frankly confess that we failed in that broader insight and 
power of analysis which should have warned us of the 
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impossibility of obtaining repayment of the funds so 
lavishly advanced. It is, of course, always easy to job 
backwards, but can it be conscientiously denied that 
vital principles of sound banking were violated? When 
individual houses lent several times their own capital 
resources in one foreign country, and, moreover, granted 
to particular concerns unsecured lines of credit frequently 
representing an undue proportion of such resouces, it 
is difficult to maintain that proper safeguards had 
been observed, particularly when in most cases adequate 
control over the use to which these loans were put by 
the borrowers was not exercised. 

When a tardy recognition of the perils to which they 
were exposed dawned upon the banking community, the 
crisis was precipitated by a panicky resort to a sauve 
qui peut policy of withdrawals of credit. 

Fortunately, in responsible quarters the vital necessity 
for assuring the continued smooth functioning of the 
discount market was immediately recognised. Under the 
resolute and sympathetic guidance of the Central Banking 
Institution, measures were taken, by the conclusion of 
so-called Standstill Agreements, to ensure the dis- 
continuance of further withdrawals of credit from the 
embarrassed foreign debtors. Simultaneously, by the 
co-operation of the Bank of England, the great Clearing 
Banks and the Discount Market, the Accepting Houses 
were assured of the maintenance of an outlet for their 
paper. 

What the reaction on the banking system would have 
been at that time had any of these Houses been forced 
to the wall through the drying up of discount facilities 
for their bills and the impossibility of finding temporary 
accommodation at their Clearing Banks against im- 
mobilised assets, can only be surmised. 

The Accepting Houses at that juncture had to meet 
a constant drain of foreign deposits, both as a result of 
lack of confidence engendered by developments in Central 
Europe, and of fears regarding the stability of the gold 
standard in Great Britain. No banking institution, even 
the most liquid, could simultaneously repay all deposits 
and all acceptances, particularly when the bankers’ 
customers, for whose account the acceptances had been 
given, were prevented from covering at maturity by 
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exchange restrictions. It was known that the Clearing 
Banks held large amounts of the acceptances of these 
Houses, and in addition had advanced to the discount 
market on the security of such bills. If we except the 
leading Discount Companies, the endorsement of the 
remainder could scarcely constitute adequate protection 
in view of the disproportion between the capital resources 
of the endorsers and the amounts in respect of which they 
were liable. Any serious hitch, therefore, in the function- 
ing of the discount market might conceivably have 
unleashed a run on the banks that would have undermined 
for many a year to come, the confidence traditionally 
placed in the London market. 

Whatever may have been London’s part in the errors 
of policy committed in the extension of credit, its conduct 
under the supreme difficulties which followed the Central 
European collapse, stood out head and shoulders above 
that of other centres. Nothing but praise is deserved 
by the Clearing Banks. Not only did the majority of 
them refrain from adding to the general embarrassment 
by indiscriminate rejection of names, but in many cases 
they unflinchingly increased their holdings of acceptances, 
when additional bills were tendered to them as a result 
of unwillingness of some of the smaller or less public- 
spirited members of the discount market to recognise 
their responsibilities. Fortunately, the latter proved the 
exception, and the enlightened example of the largest 
Discount Company and some others will not readily be 
forgotten by the banking community. 

The lasting thanks of the Accepting Bankers are 
likewise due to the Joint Committee of British Short 
Term Creditors for the devoted and competent work 
done by them. As a result of their labours the German 
Standstill Agreement, as it is familiarly known, has 
gradually been shaped into a document which affords a 
real protection to the creditors. The principle of col- 
lateral liability of the German Banks’ customers to the 
acceptors has been recognised, backed by tangible 
security wherever possible. 

It could be wished that equal protection could have 
been afforded in the arrangements with Hungary, which 
in many quarters here and abroad are looked upon as a 
surrender rather than an agreement. Fundamental safe- 
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guards against deterioration in the financial position of 
the clients of the Hungarian Banks are conspicuously 
lacking. 


Three and a half years, nearly, have now elapsed since 
the necessity for keeping afloat this mass of frozen 
credit, known as Standstill Bills, has arisen. As against 
an original total of about £54 millions on German account 
alone—apart from some {12 millions in cash advances— 
there are now about £35 millions in circulation, whilst cash 
advances are about £8 millions. Acceptances for Hun- 
garian and Austrian account, originally aggregating about 
{11 millions, have been reduced to unimportant figures. 
It is becoming increasingly evident that repayment in 
foreign exchange of Germany’s short term indebtedness 
cannot be anticipated in any measurable future. In 
whatever form clearing arrangements or other conventions 
may be devised, with a view to providing foreign exchange, 
they are not likely to prove more than palliatives. The 
main trends of German economic development must lead 
to an accentuation of the domestic rise in prices in that 
country, with its inevitable deterrent effect upon exports. 
Whether in these circumstances it is safe to count 
even on the maintenance of the service of these short 
term debts is open to doubt, and the problem of the 
indefinite prolongation of the existing volume of Stand- 
still bills will have to be faced in the not distant future. 
Fortunately, the magnitude of the problem is not as 
great as would appear at first blush. Not all Standstill 
bills need be ranked alike. In the first place, acceptances 
of clearing banks, accounting presumably for some 15 
to 20 per cent. of the total, need not be considered at all, 
as, of course, these Institutions could, at any moment, 
take up their paper. A further 10 to 15 per cent. 
probably represents truly self-liquidating bills, accepted 
by banks and bankers apart from Clearing Banks, for 
which permission to cover at maturity has been given 
beforehand by the German exchange authorities. So 
long, however, as the Standstill Agreement remains in 
force, the German debtors would have the right to 
substitute other bills at maturity. This self-liquidating 
class of bill, nevertheless, should present no difficulties 
under almost any conceivable circumstances. 
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There remains to be dealt with a volume of some 70 
per cent. of the total, say £25 millions, represented by 
acceptances of Houses other than clearing banks, not 
based on tangible evidence of the self-liquidating nature 
of the underlying transaction. This, of course, is not an 
amount which need in any way cause embarrassment, 
but in the interests of the London market as a banking 
centre it is desirable that these bills should be removed 
from circulation as soon as this can be done without 
undue disturbance. 

Suggestions have on several occasions been put 
forward for a collective solution by the formation of a 
holding company for frozen assets. This idea has proved 
unworkable as it suffers from the fundamental defect 
that those who would lean most heavily on the salvage 
company would be least able to contribute to the holding 
company’s capital funds, which would have to serve as 
marginal security for its creditors. It seems, therefore, 
that the problem will have to be approached from the 
angle of individual needs. 

The Bank of England and the clearing banks are, of 
course, largely interested in the matter, as they already 
hold the bulk of these bills as discounters or as lenders. 

The acceptors may, broadly speaking, be divided into 
three categories :— 

(1) Houses which under any circumstances 
could take up all their Standstill bills, preserving 
adequate liquidity against deposits and retaining 
sufficient working capital to carry on their current 
banking operations. 

(2) Houses whose liquid assets are not adequate 
to take up all their Standstill acceptances without 
impairing their liquid position in relation to deposits, 
but whose capital resources, after allowing for 
reasonable depreciation on the frozen assets, would 
still enable them to rank as substantial international 
banking houses. 

(3) Houses which, on a reasonable valuation of 
frozen assets, would show an insufficient residue of 
capital resources to justify their carrying on inter- 
national banking business. 

The three categories above referred to would be dealt 
with along different lines. 
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In the case of the first, no intervention of any kind 
appears to be called for. 

The goodwill of Houses in category (2) is, no doubt, 
worth preserving, but if no measures were taken it is 
conceivable that in course of time it might be lost. In 
the absence of published balance sheets, the quantity of 
Standstill bills they have in circulation is unknown, 
whilst the value of their assets cannot be assessed, and 
hesitancy on the part of their business connection is 
consequently engendered. It seems that there would be 
every justification for the Central Bank authorities to 
insist upon all dividends or participations in profits to 
partners of Houses in this class being discontinued and 
devoted to retirement of Standstill bills, until such 
Houses had reached the position of having liquid resources 
adequate to take care of their deposits and Standstill 
bills. 

The third category of accepting Houses seems destined 
to disappear unless fresh capital were introduced in 
adequate amount. At the present juncture, having 
regard to the state of international trade, this is unlikely. 
These Houses should, therefore, be gradually liquidated, 
and, pending such liquidation, all profits devoted to 
retirement of Standstill bills. 

In the past it has not been easy to arrive at any 
suitable basis for the valuation of frozen assets. As time 
goes on, however, there is a growing volume of experience 
available to serve as a guidance. Wholesale and simul- 
taneous liquidation is, of course, not practicable, but, if 
this were spread over a reasonable period of time, it 
should be feasible substantially to reduce the Standstill 
commitments. It would be futile to deceive oneself into 
believing that sooner or later these assets will realise 
their full nominal value. A sacrifice will have to be 
faced, since the only form in which repayment can be 
secured is in the local currency of the debtor countries. 

A clean-up of this kind would no doubt take some 
years, but it would have the great advantage of restoring 
to those banks and bankers which would survive the 
process the confidence of the outer world, so essential to 
a prosperous banking system. 

The scope of this article does not permit of dwelling 
upon other reforms which would be highly desirable, such 
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as the imposition of a legal obligation upon all who call 
themselves banks or bankers to publish balance sheets. 
There is no vestige of advantage in secrecy, which merely 
operates to intensify distrust in times of crisis and to 
qualify confidence in good times. Moreover, it militates 
against the possibilities of taking advantage of new 
business in a period of reviving international trade. 

There are many directions in which the accepting 
banks and bankers can fill a useful role, but a first 
requisite for that purpose is the re-establishment of a 
conviction in the minds of those from whom they derive 
their current business, and of the banks, throughout the 
world, who are called upon to negotiate their paper, 
that adequate working resources are available, no matter 
what may be the ultimate value of the assets underlying 
the Standstill bill. 


The Inland Bill 
By G. Crowther 


‘Tis London discount market has always devoted 
its main concern to foreign trade. The reasons 
for this are many, some of them inherent in the 

nature of the bill of exchange, some of them historical 

accidents. The supreme utility of the bill of exchange is 
in financing the transit of standardised, easily-described 
and easily-saleable commodities. The shipment of cotton 
from Galveston to Liverpool is the standard illustration 
of this form of finance. The domestic trade of Great 
Britain, in recent times at least, has been neither as 
standardised, nor spread in its movements over so many 
months, as foreign trade. For goods manufactured under 
contract and delivered when ready in a few hours the 
bill of exchange is not suitable. The acceptance houses 
of London have thus found less scope for their services 
in domestic trade than in foreign trade. Many of them 
were of foreign origin and their chief stock-in-trade was 
their knowledge of what the Americans would call 

“credit ratings’”’ in foreign countries. The domestic 

trader was much closer to his local banker—or, in later 

decades, to his local branch of a joint-stock bank—than 
to the London private banker, and he obtained his 
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accommodation in the traditional banking form, by cash 
advance or overdraft. The London discount market, an 
institution almost unique in the world, was built up on 
the basis of a supply of foreign trade bills and until the 
war these were by far the greater part of the total supply 
of bills coming into the market. Bills relating to domestic 
trade have, of course, at all times been familiar. Some 
of these were genuine bills of exchange, secured upon 
saleable commodities and thus “ self-liquidating.” In 
addition there were in earlier decades a certain number 
of short-term bills of the “ post-bill ’”’ type whose purpose 
was merely the safe transmission of funds in a period 
when the cheque was not so universally acceptable as it 
is to-day. The item of ‘‘ Seven-day and other Bills ”’ 
in the statement of the Bank of England refers to this 
type of paper, which has not entirely disappeared, 
though the amount shown in the Bank statement rarely 
reaches five figures nowadays. These bills were never, 
of course, important for the discount market. 

The predominance of the foreign trade bill in the 
London discount market was ended by the outbreak of 
war in 1914. The sudden interruption of payments at 
the beginning of August of that year seriously embarrassed 
the acceptance houses, who had paper outstanding in the 
market to an amount several times larger than their 
capital. They were accorded first a moratorium and 
later assistance by the Bank of England, but one of the 
weaknesses of the acceptance system had been demon- 
strated. In the post-war years the volume of bills 
arising out of foreign trade never regained its pre-war 
dimensions. The decline in the volume of international 
trade was in part responsible for this, together with 
Britain’s smaller share in what remained. The period 
of fluctuating currencies also played a part in the decline 
of the foreign bill, as did the growth of money markets 
overseas. Broadly speaking, foreign trade came to be 
financed to an increasing extent by bank advances 
rather than by bills of exchange, and the foreign exchange 
market, which formally dealt in bills of exchange on 
different centres, came to concern itself almost exclusively 
with telegraphic transfers, that is with the purchase and 
sale of bank deposits. There are no figures in existence 
showing the total of bills accepted in London at different 
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dates, but according to an informed guess the total was 
about £350,000,000 in 1913 but had shrunk in 1928, in 
spite of the fall in the value of money, to about 
£300,000,000. These figures include in each case a 
certain small proportion of inland bills. In January, 
1930, Sir Robert Kindersley, giving evidence before 
the Macmillan Committee, put the total at between 
£230,000,000 and £250,000,000. In view of the decline 
in international trade since 1930 and the troubled state 
of the foreign exchanges since 1931 it is doubtful if the 
total now greatly exceeds £100,000,000. 

The place of the foreign bill has to some extent been 
taken by the Treasury bill, the numbers of which have 
greatly increased since 1913. But the existence of a 
large floating debt, though convenient to the banks and 
the discount market, has its disadvantages from the 
point of view of the Treasury. The recent funding 
operations, combined with the decline in foreign bills, 
have produced a pronounced shortage of bills in the market 
and forced the market rates down almost to vanishing 
point. Such a shortage has two disadvantages. In the 
first place it makes it impossible for the participants in 
the discount market, the bill brokers and the discount 
houses, to earn a living by performing their traditional 
function. In normal times the profits of a bill broker 
arise in the main from the margin between the rate at 
which he can borrow short-term money and the rate of 
discount earned by the bills in his portfolio. When the 
market rate of discount is down to little more than } per 
cent. and money cannot be borrowed at less than $ per 
cent. there is clearly no profit in bill broking. Even if 
the rates were more remunerative the volume of bills at 
present available in the market is insufficient to support 
a market as large as that in Lombard Street. 

The second disadvantage relates to the position of the 
joint-stock banks. The banks have hitherto relied upon 
the discount market as a means of investing their most 
liquid funds. After the traditional cash reserve of about 
II per cent., the joint-stock banks place the next segment 
of their assets in short-term loans and in bills, and they 
regard these as their “‘ second line of defence” to be 
called upon if the cash reserve is impaired. Both short- 
term loans and purchases of bills are affected by the total 








THE INLAND BILL 207 





supply of bills, for the discount market is probably still 
the largest taker of day-to-day loans in London, though 
the volume of loans to the Stock Exchange is on the 
increase. In recent months the joint-stock banks have 
been experiencing increasing difficulty in acquiring enough 
bills and in lending enough short-term money to the 
discount market to provide themselves with a “‘ second 
line of defence ’’ of adequate proportions. In order to 
safeguard their liquidity they have had to allow the 
proportion of cash to deposits to rise, which has meant, 
in default of any increased supply of cash from the Bank 
of England, a decline in deposits. The falling total of 
joint-stock bank deposits in the last eighteen months, 
amounting to over {£100,000,000, has been due to a 
number of causes, but the shortage of bills in the discount 
market has undoubtedly played some part in the move- 
ment. 

There is consequently good reason for hoping that the 
supply of bills will not further contract and for taking 
such measures as are possible to provide an increased 
supply. The only measure which is likely to be of 
immediate effect is the cessation of funding operations 
and an increase in the size of the floating debt. For this 
there is a strong case to be made out, but it would be 
unreasonable to expect the Treasury to make a permanent 
change in its policy to suit the interests of the discount 
market. The Treasury is rightly concerned with the 
interests of the taxpayer and the most that can be asked 
of it is to stay its hand temporarily, while the market 
takes steps to adjust itself to the position that has arisen. 
A second possible line of action would be to increase the 
supply of bills arising out of foreign trade, but this would 
depend, firstly upon a revival of international trade itself, 
and secondly upon a reversal of the tendency to finance 
trade by bank advances in other centres rather than by 
bills drawn on London. Without abandoning hope on 
either point, it is reasonable to be sceptical of rapid or 
extensive developments in either direction. 

_ The only remaining source of an increased supply of 
bills for the London discount market is a growth in the 
habit of drawing inland bills. It has been pointed out 
above that many forms of domestic trade are not suitable 
for financing by means of bills. But there are a great 
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many transactions which are eminently suited for bills, 
Generally speaking, any movement of saleable goods, 
particularly of standard descriptions, which _ liquidates 
itself within three months—or occasionally longer—by 
the sale of the goods, can be financed by bills. There is 
undoubtedly enough business of this nature in the 
country to provide another £100,000,000 or even more of 
bills. 

To these arguments another can be added. Financing 
by bills is nearly always cheaper than financing by loan 
or overdraft. In a period of cheap money, like the 
present, it is very considerably cheaper. Any trader who 
is granted a line of credit by one of the leading London 
acceptance houses can obtain accommodation at present 
for between 2 per cent. and 3 per cent., this total being 
made up of acceptance commission I$ to 2} per cent., 
bill stamp not over | per cent. and discount on the bill 
(at present market rates) about $ per cent. The total 
of these charges is from 1 to 3 per cent. less than the cost 
of overdrafts. The margin is, of course, smaller when 
money rates are higher, but financing by bills is rarely 
more expensive than by overdraft and usually cheaper. 

What then are the obstacles to an expansion of inland 
bill financing? There is a certain amount of prejudice 
against bills, the inheritance of conditions of many 
decades ago which have now entirely passed away. To 
draw a bill and discount it in the market is undoubtedly 
to make public the fact of borrowing—but so is the issue 
of debentures, and it is surely no more discreditable to 
borrow in the discount market to finance the genuine 
movement of goods than it is to borrow in the new issue 
market to finance expenditure on fixed capital. Nor is 
there any justification for the belief that the appearance 
in the market of bills bearing a firm’s name lowers its 
credit standing. On the contrary, the acceptance of such 
bills by a London acceptance house places them in the 
highest credit rating and the acceptance house will not 
lend its name without satisfying itself of the financial 
standing of the drawer. Rationally regarded, the exis- 
tence of bills drawn upon itself ought to be a source of 
pride to any firm which is in a position to enjoy the 
privilege. 

The greatest obstacle is undoubtedly the general 
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ignorance on the subject. Few traders who might 
consider applying for an acceptance credit would know 
how to set about it or how to draw a bill; and, un- 
fortunately, few branch managers of the joint-stock banks 
are in a position to give them practical advice. There is 
some excuse for the reluctance of the joint-stock banks 
to plunge into a full-fledged enthusiasm for the inland 
bill, for it may be taken as axiomatic that every inland 
bill drawn will mean a corresponding reduction in 
advances or overdrafts, with a corresponding loss of 
revenue to the banks. But the joint-stock banks are 
seriously incommoded by the shortage of bills and an 
increase in the supply would be a net gain to them when 
all the relevant considerations are weighed. There is 
some reason to believe that the joint-stock banks would 
prefer the increase in inland bill business to go to the 
private accepting houses for acceptance, the banks then 
in many cases discounting the bills. But the accepting 
houses cannot advertise their services and the number of 
traders who would of their own initiative apply for an 
acceptance credit to any of the private houses of London 
—most of whose names are not familiar to them—must 
be very small. Many of these private houses are increas- 
ing their inland acceptance business, but the process is, 
in existing circumstances, necessarily slow. 

Even if the joint-stock banks do not wish to increase 
their own acceptance business, their co-operation is none 
the less essential. That co-operation should take two 
forms. In the first place, branch managers must display 
much more initiative in putting potential clients in touch 
with the accepting houses of London. The head offices 
are already showing a considerable amount of good will 
in this way, but the bill of exchange is still, to too many 
branch managers, an abstract object whose only existence 
is in the examinations of the Institute of Bankers. 

In the second place, after the credit has been arranged 
and the bill drawn, the natural channel by which it will 
be presented for discount is through the branches of the 
joint-stock banks. From anecdotes which have been 
told in the City in recent months it is clear that many 
branch managers are unable to recognise a first-class bill 
When it is presented to them. The writer of a letter to 
one of the financial journals some months ago related 
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that he had been offered by the branch of one of the 
Big Five in a county town first 4 per cent., then 2} per 
cent. for a bill drawn on, and accepted by, the head office 
of another of the Big Five. The same bill was snapped 
up by a London discount company at one per cent. 
Inexperience such as this can easily be remedied. 
An extension of inland bill financing would be to the 
advantage of the trader, the accepting house, the bill 
brokers and the joint-stock banks. If all were to co- 
operate in removing the prejudices and the ignorance 
which now stand in the way, there is no reason why the 
discount market should not be relieved of its present 
dangerous dependence upon the floating debt of the 
Treasury and become again what it has been in the past, 
one of the strongest pillars in the edifice of British finance. 


Fixed Trusts and Their 


Achievements 
By Maurice Green 


HEN I last wrote in these columns on the Fixed 

\X/ Trusts, it was necessary to look mainly forward. 

Now it is also possible to look back. The fixed 

trusts have passed into that eminently respectable 

stratum of investment media which have an earnings 
record. 

When the last articles on these trusts appeared, con- 
troversy over their merits (almost invariably misinformed 
and often grossly inaccurate) was in full spate. It was 
often asserted, with a maximum of untruth, that the 
trusts had to sell any of their shares which reduced their 
dividend; that leading industrials were being made a 
fictitious bull market on fixed trust buying ; and that some- 
body who bought sub-units on Monday and wanted to 
realize on Tuesday might find himself poorer by the whole 
of a 20-year “loading charge.’’ These and other similar 
criticisms were either intrinsically untrue or have proved 
themselves to be unfounded in practice. Indeed, the 
mild cautions and caveats entered by the present writer 
have so far turned out to be superfluous. As was antici- 
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pated in the previous articles, the system has, under 
normal conditions, run like clockwork. 

What the aggregate amount of money invested in 
fixed trusts is at the present time, is a virtually impossible 
question to answer. On the occasion of the last articles, 
the writer was fortunate enough to obtain adequate 
individual figures to make possible an estimate of the 
total then invested which was certainly not wide of the 
mark. In the meantime the number of individual trusts 
has multiplied to such an extent that to give any exact 
estimate of the total involved is out of the question. To 
say that it appreciably exceeds £10,000,000 is not 
perhaps, very useful; but it is the utmost that can be 
said with safety. Although, however, the total money 
invested through the medium of fixed trusts is very large 
and still increasing, it is possible to state with reasonable 
confidence that the trusts have not been led into the 
necessity for paying unreasonable prices for shares in 
their panels, and have not, from force majeure, been 
directing on to individual shares more attention than the 
size of the market justifies. 

The table on page 212 shows the progress which the 
trusts have made since formation. It shows the move- 
ment in price since the sub-units were first offered, and 
shows, in addition to the current yield, the yield which 
would be obtained now by a purchaser, who bought 
when the sub-units were first offered, on his original 
outlay. The table, while not exhaustive, covers most of 
the leading fixed trusts. 

A certain amount of qualification to this yield table 
is necessary. This is due to the question of the treatment 
of bonus issues and issues of shares on bonus terms by 
the companies whose shares are included in the various 
fixed trust panels. 

The two “ British Empire” trusts include in their 
income estimates all free share bonuses up to Io per cent. 
The “ British ” trusts do not include anything either for 
the sale of rights or for free bonuses (free bonus shares are 
retained in the trust panel and thus go to swell the capital 
value of the investment). The ‘‘ Investors’ General ”’ and 
“ Investors’ Gas and Electric”’ likewise do not include 
any allowance for bonus or rights, except the ‘‘ normal ” 
part of the Marks and Spencer bonus in the case of the 
R 
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FIXED TRUST RECORD. 
PRICES. YIELD. 
When’ End, Nov. 13, On On price 
first 1933. 1934. current when first 
offered. price. offered. 
- a. @. ss. @ 
First British er sae) SHG 39/6 40/9 II 3 412 0 
(April, 1931) 
National “‘A ”’ (June, 1932) /3 I 36/9 7 18 3 
Second British sie ae / 27/- 4 2 6 
(December, 1932) 
National “ B”’ (July, 1933) 21/3 | II 
Commercial see coe |= 20] 21/- / 
(November, 1933) 
British Empire “‘ A ”’ 
(November, 1933) 
Third British ia 
(December, 1933) 
Fourth British jaa ses ©620/6 
(February, 1934) 
Investors’ General ... ... 18/9 
(February, 1934) 
British Empire “ B” .- 9/74 
(February, 1934) 
Gilt-edged (February, 1934) 18/6 " | c : 
National ‘“‘ C ” (March, 1934) 19/- - 14 
Amalgamated one soo ©620/6 - | 


(April, 1934) 


Foreign Govt. Bond Trust 20/- 


(April, 1934) 


Investors’ Gas and Electric 14/6 


(May, 1934) 


Trust of Insurance Shares 19/9 


(June, 1934) 
National ‘‘ D”’ 


19/9 


6 


6 


Io 


Oo 2 5 


Oo 


3 


(July, 1934) 
Universal (July, 1934) «-» 19/9 20/10 418 2 3 10 
* On estimated probable distribution in current year. 


’ 


first-named; nor does the “ Trust of Insurance Shares’ 
allow anything for bonuses. The “ National” group 
follows suit up to a point, and only includes in the 
calculation of income the Marks and Spencer annual 
bonuses, where these shares are included in the panel— 
the Marks and Spencer bonus is, of course, rather a 
special case. Otherwise only cash dividends are included. 

In some cases these bonuses and rights are equivalent 
to substantial amounts. In the case of the Investors’ 
General, the writer is informed, the excluded bonuses are 
equal to another {1 6s. per cent., or, with Burmah Oil 
also included, as much as {2 6s. per cent. Another 
exceptional instance is National “‘ D,”’ where the addition 
is estimated to amount to another {2 7s. per cent. It is 
quite impossible, in the space of this article, to go into 
the question of how far these bonuses can be considered 
as a ‘‘normal” income return. Each trust must be 
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considered individually. But, since the price of the 
trust sub-units is made, not by the market in the sub- 
units themselves, but by the price of the “ underlying 
securities,’’ we can legitimately afford to be a little vague. 
The nature of the bonus paid by any company will nor- 
mally be reflected in the market valuation of that 
company’s shares on the Stock Exchange. 

For the above reasons, any comparison between the 
yields shown by the various trusts in the above table 
would be invidious and frequently to some considerable | 
extent in error. There are, of course, certain obvious 
differences. The Trust of Insurance Shares naturally 
offers a lower yield owing to the proved greater stability 
of insurance company dividends and the consequent 
valuation of insurance shares in the market. The Gilt- 
Edged Trust, again, naturally shows a relatively low 
yield, and this yield is made the lower by the fact that 
there are no “ bonuses”’ or “ rights”’ in a case like this 
to swell the real return; but it is a very adequate yield 
in these days, more particularly because the trust includes 
first-class fixed-interest securities of all kinds—not merely 
Government Stocks. The rather high yield shown by the 
Foreign Government Bond Trust on the other hand, is 
due to the more speculative element popularly supposed 
to belong to foreign bonds. This trust sets out to give 
a high yield (and also we may suppose, to net substantial 
capital profits in the long run), and we cannot deny 
that it is doing it so far. 

The differences in yield shown by the trusts of a 
general nature—the “ British ’’ and ‘‘ National”’ groups, 
British Empire, Investors’ General, etc.—are to some 
extent at least fortuitous, depending on the incidence 
of interim and final dividends, on bonuses and rights, 
and on method of treatment of the latter. But, if we 
take them in the aggregate, we can see that the Trusts 
as a whole have made considerable progress and that the 
returns obtainable on them, both by initial and later 
purchasers, have been attractive enough relatively to 
yields otherwise obtainable on holdings of equivalent 
security. The improvement in capital values has, again, 
been quite noteworthy. In particular, the table very 
obviously emphasises the fact that the early-comers such 
as First British and National ‘“‘ A’”’ were formed at the 
R 2 
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right time. Indeed, none of them was formed at the 
wrong time, since every one shows an appreciation from 
the price when first offered. 

Hitherto, as has been mentioned earlier in the article, 
the fixed trusts have unexceptionally succeeded in 
maintaining a buying-back or “ bid”’ price at a small 
margin below the “ offered’ price. I have pointed out 
in previous articles that this need not necessarily be so. 
The trusts can only do so if (a) they can “‘ match ”’ buying 
and selling orders, so that it is not necessary to sell the 
underlying securities with all the expense involved, or 
(6) they are prepared to buy back sub-units in the 
expectation that an equivalent amount can be sold to 
new purchasers, or (c) they are prepared to shoulder the 
loss, including the sacrifice of all or most of their 20-year 
“ loading charge.’’ Otherwise, the trusts would be able 
to offer only the “liquidation price”’ which might be 
quite 3s. below the offered price. That is a real, if so far 
theoretical, caution. But the fact that it has not happened 
is significant. The trusts have so far proved their 
capacity for overcoming theoretical difficulties in practice. 

A tendency which is interesting and one which was 
noted with entire approval in my previous articles, is the 
continuing trend towards greater freedom and less fixity. 
The disadvantages of being too severely bound by the 
red tape of strict trust deeds are obvious enough, and it 
is a matter for satisfaction that in every case a fairly 
free hand is permitted to the managers and trustees 
when units are to be sold or particular securities 
‘“eliminated.”’ A certain degree of latitude in the 
changing of investments is, however, also desirable; and 
there has been a considerable movement in this direction. 
The Foreign Government Bond Trust and the Trust of 
Insurance Shares both work on the basis of a “ list of 
permitted investments,’ within which, subject to limita- 
tions regarding proportion, investment is permitted at 
discretion. Again, the two trusts run under the aegis 
of the well-known merchant-banking firm of Dawnay, 
Day & Co.—the Investors’ General and the Investors’ 
Gas and Electric—have fairly wide powers for elimination 
and substitution. In the case of the first-named, any 
security may be sold with the consent of the trustees, 
and either the cash may be returned, or the money may 
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be invested in gilt-edged or in any other security in the 
panel (provided the total investment in such a security 
does not represent more than 10 per cent. of the value 
ofthe unit). Inthe second case, up to two fresh securities 
may be introduced in each year provided they are 
quoted on the London Stock Exchange and are of a 
similar character to the other shares in the Trust. 

Taken by and large, it has been a great year for the 
fixed trusts. The only pity—even from their own point 
of view—is that they seem to have silenced criticism 
entirely. That is unfortunate. It is always good for 
any institution that people should see clearly both its 
advantages and its limitations. But we are on the way 
to having a reasonable attitude to and reasonable discus- 
sion on the technique of Fixed Trust investment instead 
of the irrational abuse or fulsome adulation which 
marked earlier days. Which goes to show that the trusts 
now have a recognised established position and are no 
longer regarded as radical innovators. 


The Insurance Outlook 
By F. G. Culmer 


HEN dealing with the insurance outlook one is 
V4 able to approach the subject with confidence in 
consequence of the remarkably — successful 
manner in which the first-class British companies have 
at various times surmounted difficulties associated with 
the biggest crises, economic and otherwise, that the world 
has ever known. Fortunately at the moment this 
country is not faced with the prospect of any serious 
upheaval, while trade is running smoothly, a factor of 
considerable importance in its influence for success upon 
the business of all classes of insurance. At the same 
time it has to be recognised that the financial and 
economic situation generally abroad, where these com- 
panies have very large interests, is none too clear, and the 
storm clouds which are frequently creeping over the 
foreign horizon must inevitably obscure the international 
outlook. 
Meanwhile the insurance companies are still experien- 
cing great difficulty in finding suitably remunerative 
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investments in which to place their regular accumulations 
of funds. The insatiable furore for gilt-edged securities 
continues to force up prices and reduce yields, and until 
such time as money becomes in greater demand for trade 
purposes and is released from gilt-edged holdings there is 
no likelihood of the position being altered to any material 
extent. If precedent counts for anything insurance 
companies may, perhaps, be able to visualise an upward 
trend in interest rates in the not too distant future. Past 
experience almost forces one to the conclusion that the 
prevailing régime of cheap money may be an essential 
forerunner to a greater general business revival, in which 
case those who have pinned their faith to a prolonged 
period of low interest rates would have to admit the error 
of their judgment. 

From a financial standpoint insurance companies are 
having, of course, to meet new conditions which a few 
years ago were practically unlooked for. But there is 
invariably a soul of good in all things evil, and the 
irksome investment conditions existing to-day are tending 
to illustrate to the public the advantage of investing 
surplus income safely and profitably with the British life 
offices. It is next to impossible nowadays to secure a 
first-class investment on the Stock Exchange giving a net 
return of more than about £2 Ios. per cent., and even so 
there is always the bugbear of possible depreciation. 
With a life assurance investment there is not the slightest 
risk of capital depreciation; the sum assured is guaran- 
teed, and while the policyholder is entitled to a rebate of 
income tax in respect of his premiums he is not called 
upon to pay tax on the sum assured, plus bonuses, when 
he ultimately receives it in cash from the life office. 

I have often had occasion to stress the value of the 
Family Income type of policy, and never has its value 
been so conspicuous as it is at the present time. This 
policy is admirably adapted to meet the individual need 
for a larger measure of life assurance protection induced 
by the low investment rate of interest. It provides, 
under certain contingencies, an income adequate to 
current conditions, and costs very little more than an 
ordinary endowment assurance. That income, in the 
event of the policyholder’s death, amounts in some 
instances to as much as 15 per cent. of the sum assured, 
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and the latter is payable as well. The fact that benefits 
are paid in the form of income renders this kind of policy 
additionally useful and attractive. 

It might reasonably be considered that the high 
range of gilt-edged prices would be driving more money 
into life assurance, for the sake of the higher yield 
obtainable, But monied folk at present are evidently 
not counting so much upon yield as upon a money-box 
investment, and they are, naturally perhaps, attracted 
by the lure of possible further capital appreciation. 
Economists who early in the present year confidently. 
predicted the eventual sinking of investment yields to a 
level 2 per cent. are probably now chuckling in their 
retreats, but the doleful prospect of such a materialisation 
can scarcely fail, I should think, to call attention to the 
superior investment attraction of life assurance, more 
especially as perfect safety is one of the latter’s main 
characteristics. 

In this connection I have particularly in mind a single 
premium ten-year endowment assurance. The sum of 
£949, paid down at the outset by a man of fifty, will 
secure a policy for £1,000, and at the end of ten years, by 
the accumulation of bonuses added to the sum assured, 
the investor will receive in cash a total sum of £1,221. 
This profit of £272 is equivalent to a gross yield of 
£3 7s. gd. per cent. per annum, or a net return of just 
under {2 12s. 6d. per cent., per annum. If the investor 
is prepared to allow his capital to remain with the life 
office for fifteen years, he can make a still more remunera- 
tive investment. For a single premium of {£886 the total 
value of the policy at maturity will be £1,349, returning 
a gross yield of £3 14s. gd. per cent. per annum, or a 
net yield of {2 18s. per cent. per annum. 

These are tax-free investments, no income tax or 
surtax being chargeable on the proceeds of the policies 
when they mature. The sum assured is, of course, 
guaranteed, and the bonuses are based upon the current 
rate of distribution of one of the big life offices. If the 
investor should die before the end of the selected term of 
years the proceeds would at once be paid into his estate, 
in which case they would become liable to death duty. 

Events during the past twelve months have justified 
the opinion I expressed in THE BANKER a year ago that 
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there was no occasion to take a despondent view of the 
bonus outlook merely because of the lower level of 
interest rates. Most of the life offices have stuck to their 
guns, and in those cases where bonuses have undergone 
reduction the paring down has been by no means of a 
drastic nature. Unmistakably the companies have 
demonstrated their ability to keep their bonuses at a 
level which will continue to enhance the value of with- 
profits assurances. 

As an outcome of the appearance of new mortality 
statistics issued jointly by the Institute of Actuaries and 
the Faculty of Actuaries, the life offices have mostly vied 
with each other in the method of revision of their premium 
rates. For the most part premiums for ordinary whole- 
life policies, with or without profits, have been slightly 
reduced. Higher premiums are now charged for whole- 
life assurances by limited payments, either with or 
without profits, the increase naturally being higher in 
cases where the number of premium payments is small. 
Without-profit endowment assurances are adjusted to 
present-day requirements mainly by a small flat-rate 
increase at all ages, but with-profit endowment assurances 
have not been subjected to any alteration in the scales of 
premium, the idea prevailing that smaller bonus allot- 
ments, where made, will compensate for the prevalent 
lower rates of interest. 

The life offices may deservedly be congratulated upon 
having succeeded in tuning-in their business to the new 
conditions without affecting unduly the interests of 
prospective policyholders. In this respect they have 
lived up to their fine tradition of maintaining in spite of 
everything the super-attractive qualities of life assurance 
in all its forms, and they have made it abundantly clear 
to the assuring public that there is no cause for apprehen- 
sion in regard to either a heavy scaling up of premium 
rates or a wholesale cut in bonuses. In view of the fall 
in interest rates it was only to be expected that annuity 
purchase rates would go up, and it is by no means certain 
that we have seen the end of this movement, but the 
offices are still offering very handsome incomes from 
annuities, and it is no wonder that they are so largely 
sought after. A man of sixty can obtain an income 
equivalent to as much as 8} per cent. on his outlay. 
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I think I have made it clear that so far as the public 
is directly concerned the life assurance outlook is perfectly 
satisfactory, and that could not be so unless the companies 
themselves were fully equipped financially to carry on 
the business successfully. Happily there is never any 
doubt on that score, and I am not stressing the point 
extravagantly in expressing the confident conviction 
that, when the 1934 accounts are published next year, 
these companies will be found to be in a more powerful 
position than ever. The big margin of capital apprecia- 
tion that has taken place in gilt-edged securities, in which 
a very large proportion of their funds are invested, has 
added substantially to the value of the assets, and the 
reserves in consequence have been strengthened im- 
mensely. 

It seems that never can the last word be written of 
life assurance. Never a year goes by that is barren of 
new policy schemes, and 1934 has been especially prolific 
in this respect. New policies, too numerous to mention 
here, specially adapted to suit the times, have made their 
appearance with enterprising frequency, and nobody has 
any ground for the excuse that his own particular circum- 
stances are not adequately catered for. It is, of course, 
primarily due to the life offices that we are recognised as 
the world’s most thrifty nation, and the astounding fact 
that Britishers are so much under-assured cannot certainly 
be charged against them. You may lead a horse to water, 
but you cannot make him drink against his will. The 
life offices do put the right goods before the public, 
but if the public will not avail itself in due proportion 
of the opportunities thus afforded, what more can be 
done ? 

Among other classes of insurance the outlook is some- 
what irregular. So far as can be discovered the down- 
ward trend in premium incomes from abroad among 
the fire and accident companies has only been arrested 
partially, and any material betterment in this connection 
cannot reasonably be looked for until foreign trade shows 
a tangible improvement. At home the premium position 
is better, as indeed it was last year. Both at home and 
abroad the companies are advantaged by smaller fire 
losses, and to this extent the outlook for the year’s 
accounts is encouraging, while there appears to be 
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every reason to assume that last year’s higher ratios of 
underwriting profit will at least be maintained. 

Accident insurance embraces such a multitude of 
risks that it is difficult to foreshadow what the general 
outcome of the year’s operations over so diversified a 
field may be. Motor insurance looms largely in the mind, 
and here the position bristles with difficult problems. 
The provisions of Part 2 of the Road Traffic Act, 1934, 
will come into operation on January 1, when limitations 
will be enforced relating to the age or physical or mental 
condition of the person driving a vehicle, the condition 
of a vehicle, the number of persons it carries, the weight 
or physical characteristics of the goods it carries, and 
the times or areas within which it is used. These limita- 
tions will have no effect so far as concerns third party 
personal injury claims as are required to be covered by 
the Road Traffic Acts, 1930 and 1934. 

Public opinion is at variance as to what effect, if any, 
the Belisha Beacon system has in curtailing accidents 
on the roads, but anything which can result in reducing the 
appalling toll of casualties, and minimising the enormous 
number of heavy claims will be cordially welcomed by 
the insurance companies. This is a matter which, of 
course, closely concerns the motorist too, for unless there 
is a big diminution in the number and amounts of claims, 
there is not the least possibility of premium rates coming 
down. In view of the present unhealthy state of affairs 
on the roads such a contingency is just about as remote 
as the millennium, and it is not surprising that in the 
circumstances the companies are increasing premiums 
in the less favourable areas. 

In general there appears to be but little prospect of 
much improvement in the underwriting results of the 
accident departments, which in 1933 showed exiguous 
profit ratios. Miscellaneous insurance occupies a vast 
place in the composite companies’ scheme of things, and 
there is still plenty of scope for its expansion. Among 
the newer forms of business, commercial aviation insur- 
ance is now a live proposition and very much on the 
increase, while with private flying becoming more and 
more popular a further avenue for successful exploitation 
has been opened up. 

When leaders of the marine insurance market have 
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definite misgivings as to the immediate future it is 
evident that the outlook here is, to say the least, un- 
favourable. Mr. Axel Rinman, president of the Inter- 
national Union of Marine Insurance, expressed deep 
concern at the recent London Conference, pointing out 
that, while figures had improved, the business had 
declined notoriously. It was, he said, pleasant to show 
good results after many bad years but, he added, “‘ we 
have not deserved them; we have been gambling, more 
or less, and we have been lucky.”’ 

He was alluding to rate-cutting. Reductions in hull 
values and premiums, he said, were inevitable, but a 
reduction of the hull rates was a voluntary act, savouring 
of burning the candle at both ends. Similarly with cargo 
insurance, underwriters could not be blamed for the 
catastrophic shrinkage in the volume of business, but 
they must be blamed for allowing rates to go down and 
down year by year despite extended insurance clauses. 
It was simply playing havoc with the two principal 
classes of marine insurance. Underwriters would one 
day have a rude awakening. 

Mr. A. B. Stewart, Chairman of Lloyd’s Underwriters’ 
Association, on the same occasion was even more doleful. 
“T believe,” he observed, “that the period we are 
entering into now is comparable with that of eight or 
nine years ago, when there were huge losses, especially 
in the hull business. I believe we shall have losses 
greater than those in that time of disaster.” At the 
same time he absolved Lloyd’s underwriters as a whole 
from what he described as the unjust imputation of 
rate-cutting. 

Evidence that the year on the whole is working out 
weil is afforded by the strength of the insurance share 
market, which may be accepted as a reliable barometer. 
In spite of the prospect of a further decline in net interest 
revenues owing to the downward trend of interest rates, 
and the consequent need to draw more upon under- 
writing profits in order to maintain dividends, the invest- 
ment demand for the shares of the first-class insurance 
companies is very keen. This demand has been unabated 
practically throughout the year, and its extent is exempli- 
fied by the fact that during the first ten months of this 
year the market valuation of the shares of seventy-nine 
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companies (computed by the Policy-Holder) has increased 
by no less than £35, 908, 355 to the record total figure of 
£310,444,830. This gain “tdllows on an appreciation 
amounting to {23,560,708 in the corresponding period of 
1933. 
The continued buying of these shares is fully justified, 
because they are not merely safety-first investments; 
the yields afforded, even at the extended prices, compare 
most favourably with those of British Government 
securities. Regarded dispassionately from all angles 
British insurance is a wonderful asset to the nation. 


Appointments and Retirements 


Bank of Scotland 


It is officially announced that Colonel The Lord Henry 
Scott has been appointed by the Court of Directors of 
the Bank of Scotland Deputy Governor in succession to 
the late Sir Ralph Anstruther, Bart., who had held this 
position since 1924. The appointment took effect as from 
October 16 last. 

The fourth son of the sixth Duke of Buccleuch, Lord 
Henry Scott was born on January 15, 1868. He was 
educated at Eton, and at Christ Church, Oxford, where 
he graduated with Honours in History. He subsequently 
joined the army, and had a distinguished military record. 
He served as a Major i in the third Battalion of The Royal 
Scots during the South African War (1899-1902) and 
latterly commanded the Battalion of which he is now 
Honorary Colonel. He also rendered notable service 
throughout the period of the Great War (1914-1919) and 
was five times mentioned in Despatches. 

Lord Henry is a Justice of the Peace for the Counties 
of both Dumfries and Roxburgh, and a Member of the 
County Council of Berwickshire. His interest in the 
profession of his younger days would appear to have in 
no degree abated, for he holds office as Lieutenant in the 
Royal Company of Archers—the King’s Body Guard for 
Scotland—and he is also Chairman of the Royal Scots 
Club in Edinburgh, the War Memorial of that famous 
Regiment of which the Princess Royal is Colonel-in- 
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Chief. Lord Henry has a charming personality, and his 
selection for the Deputy Governorship of the senior Bank 
is a tribute to his popularity in the Directors’ Court. 
His brother, the present Duke of Buccleuch, K.T., is 
Governor of the Royal Bank of Scotland. 


Barclays Bank 

Mr. William Macnamara Goodenough has been elected 
a Vice-Chairman of the Board of Barclays Bank. Mr. 
Goodenough, the eldest son of the late Mr. Frederick 
Craufurd Goodenough, was educated at Wellington 
College and at Christ Church, Oxford. He held a Com- 
mission in the Coldstream Guards in the latter part of 
the Great War. He commenced his banking career in 
the Old Bank at High Street, Oxford, and became a 
Local Director there, and also at Birmingham. 

He has taken a great interest in the financial affairs 
of the University and in the life of the City of Oxford, 
being a Curator of the University Chest, Chairman of the 
Oxfordshire County Council, and Chairman and Treasurer 
of the Radcliffe Infirmary. At Filkins, where his late 
father’s property is situated, he is Chairman of the 
V.W.H. Cricklade Hunt Committee, and in many ways 
has identified himself closely with the welfare of the 
county. He will be a great loss to Oxford, but for the 
present his intention is to spend one day a week in the 
Old Bank at High Street. For the rest of the week he 
will be working at the Head Office of the Bank in London. 

Besides being exceptionally able and well-informed, 
Mr. Goodenough possesses a charm of manner which has 
endeared him to all those with whom he has come in 
contact, from whatever walk in life they may be drawn. 
He is a Governor of the Dominion Students’ Hall Trust, 
which is an Association that was founded by his late 
father in the year 1930, with the object of establishing 
London House as the Hall of Residence for Dominion 
and United Kingdom Students in London. It is the wish 
of many of the Governors of the Trust that he should 
succeed his father as Chairman of the Council, and that 
step is about to be taken. In expressing his willingness 
to undertake the position held by his late father, he is 
fully alive to the responsibilities which will rest upon 
him. It was an idea of his father that London House 
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should be completed, and he regards it as part of his life’s 
work to achieve this. 

As was announced by the Chairman of Westminster 
Hospital at the Concert in the Queen’s Hall, given by the 
staff of Barclays Bank in aid of Westminster Hospital Re- 
building Fund on Thursday, November 15, Mr. William 
Goodenough has consented to become the Treasurer of the 
Hospital, which position was held by his father up to 
the time of his death. It will be recalled that West- 
minster Hospital were set the difficult task of raising 
£100,000 within the space of five months, in order to 
exercise an option which they had obtained on a new 
site in Westminster: with the aid of the late Mr. Good- 
enough this money was raised within that period, which 
in the recent times of depression was no easy task. 

Mr. Goodenough has been for some years a Director 
of Barclays Bank (Dominion, Colonial and Overseas), 
and he was recently elected to a Seat on the Board of 
Westminster Chambers Association, to fill the vacancy 
caused by the death of his father. 


Lloyds Bank 


Mr. W. D. Forster has retired from the post of Joint 
Manager of Lloyds Bank, Limited, Collingwood Street, 
Newcastle-upon-Tyne, after completing 43 years’ banking 
service. He has been appointed a member of the Bank’s 
Newcastle Local Committee. Mr. Forster was born in 
1869 and educated at Hexham, Northumberland. His 
first appointment was with Messrs. Lambton & Co. at 
Morpeth in 1906. In tgro he joined Lloyds Bank, 
Limited, at Darlington, and moved to the Collingwood 
Street Branch at Newcastle in 1917. He was elected a 
Fellow of the Institute of Bankers in 1930. During the 
war he was a Group Leader of Special Constables, Chair- 
man of War Savings Committees, a Member of the 
Defence Committee and Treasurer of the Serbian and 
Belgian Refugee Funds, all at Darlington. He has held 
many public positions, including those of Treasurer and 
Member of the Finance Committee of the North of 
England Council of the British Empire Cancer Campaign, 
Treasurer of the Literary and Philosophical Society, and 
Hon. Director of the North of England Musical Tourna- 
ment. 
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Martins Bank 


The Directors of Martins Bank, Limited, announce 
that Mr. Frederick James Marquis of Eastfield, Mossley 
Hill, Liverpool, has been elected to a seat on the General 
Board of the Bank. Mr. Marquis is Joint Managing 
Director of Lewis’s, Ltd., Liverpool, Manchester and 
Birmingham, and Managing Director of Lewis’s Invest- 
ment Trust, Ltd., Lewis’s Polytechnic, Ltd., Glasgow, 
Lewis’s (Leeds), Ltd., and Bon Marché (Liverpool), Ltd., 
and a Director of the Westpool Investment Trust, Ltd. 
He is a Fellow of the Royal Statistical Society and 
Chairman of the Liverpool Medical Research Council. 
He has been a Member of the Council of the Liverpool 
University since 1928 and Deputy Treasurer since 1931. 
He is also a Member of the Council of Manchester Univer- 
sity. In addition to these offices, Mr. Marquis is a 
Member of the Advisory Council to the Post Office, and 
of the Industrial Health Board of the Medical Research 
Council. 

Mr. James McKendrick, who has been appointed by 
the Directors of Martins Bank, Limited, to be Assistant 
General Manager, commenced his banking career with the 
North Eastern Banking Co., Ltd., whose Head Office was 
at Newcastle-on-Tyne. This Bank was amalgamated 
with the Bank of Liverpool in 1914, which, after various 
amalgamations, assumed the name of Martins Bank, 
Limited, in 1928. He was appointed Manager of the 
Newcastle-upon-Tyne Branch in 1922, North-Eastern 
Assistant District Manager in 1925, and in the following 
year became North-Eastern District General Manager. 
His translation to the Head Office of the Bank in Liver- 
pool as Superintendent of Branches occurred in 1930. 


Midland Bank 

Mr. Reginald Smith has retired from the position of 
Manager of the Wellingborough, Northants, branch of 
Midland Bank. Entering the service of the Leicestershire 
Bank in 1886 at Leicester, Mr. Smith served at Melton 
Mowbray and Nuneaton before being appointed cashier 
at Wellingborough in 1896. Following the amalgamation 
of the Midland and Leicestershire banks, he was appointed 
manager of the branch, which was opened in 1900 at 
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Rushden. Mr. Smith became manager at Wellingborough 
in May 1920. He has taken a keen interest in most kinds 
of sport, and in his younger days did a lot of sprinting 
in Leicestershire and the Midlands. He has played 
Association Football for Leicestershire, and cricket 
wherever he has been stationed. Mr. Smith has been 
treasurer of the Wellingborough Golf Club for fourteen 
years. He is a Freemason and a Past Master of the 
Rushden Lodge. He will be succeeded by Mr. Harold E. 
Rowe, at present Manager of the Burton-on-Trent branch 
of the Midland Bank. 


Royal Bank of Canada 


Mr. James Mackie, Joint Manager of the Royal Bank 
of Canada, London, is retiring after 46 years’ banking 
service. He commenced his career with the Bank of 
Scotland in Aberdeen in 1888, serving in several offices 
of the bank in Scotland, and came to the London Office 
of the Bank of Scotland in 1898. He joined the Royal 
Bank of Canada in 1g10 when that Bank opened a branch 
in London. His duties will be assumed by Mr. G. B. 
Irvine as Senior Assistant Manager. 


American Banking 
By a Correspondent 


HE “truce” between American bankers and 
President Roosevelt mentioned here last month 
was formally ratified on October 24 in Washington 
at the convention of the American Bankers’ Association. 
In an unusual ceremony, the full implications of which 
are still a complete mystery to most bankers, Mr. Jackson 
E. Reynolds, President of the Morgan-controlled First 
National Bank of New York, publicly confessed the error 
of the bankers in demanding an early balancing of the 
budget or stabilisation of the dollar and extended to the 
President an offer to follow his leadership. 

Mr. Roosevelt accepted the offer of co-operation while 
making no material concessions to the banking viewpoint. 
The event appears to have been almost wholly a victory 
for the President inasmuch as no private assurances with 
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respect to the budget, the currency or other matters of 
administration policy were exchanged for the public 
submission by the bankers to the President’s leadership. 
The bankers for their part virtually abandoned their 
fight for a balanced budget and for permanent stabilisa- 
tion of the dollar. 

This retreat on the part of the bankers was all the 
more remarkable in that it was led by so conservative a 
figure as Mr. Reynolds, head of one of Wall Street’s 
most conservative banks, but there were other remarkable 
circumstances surrounding the incident. Although Mr. | 
Reynolds appeared in the role of spokesman for the 
banks, his appearance was a complete surprise to all but 
a very small number of the 4,200 odd bankers present 
and the substance of his remarks was distinctly dis- 
concerting to a majority of them. 

The plain fact is that a small group of big city bankers 
led by the Morgan banks “ stole ’’ the convention from 
the small town bankers who had in the past dominated 
the affairs of the American Bankers Association and 
arranged this public celebration of the truce for purposes 
of their own. In this, no doubt, they were moved by 
the sincere belief that a continuance of the friction 
that had existed between the Administration and the 
banking community could only retard recovery without 
bringing any material benefits to the bankers themselves. 

But there were other and more immediate considera- 
tions. It was apparent at that time that the elections 
to be held some ten days later would result in a sweeping 
victory for the Administration party and would carry 
into Congress a radical element against whom the 
President himself was the only safeguard. Under these 
circumstances if the bankers were to have any hope of 
warding off further hostile legislation it was essential 
that they should make their peace with the President. 
It only remains to add that the results of the election on 
November 6 amply bore out this point of view. 

It appears that the Administration has in mind a 
new programme of public works disbursements. Formal 
announcement of it, however, is expected to be withheld 
until closer to the year’s end in the hope, not very 
strongly held, that an improvement in private business 
will make it possible to scale down the amounts involved. 

Ss 
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According to the best understanding in Wall Street 
further currency experimentation has been eliminated 
from consideration by the administration, but budgetary 
inflation appears inevitable. This will be financed as 
far as possible by the orthodox sale of government bonds 
to the banks, but as there is ample reason to fear that a 
limit will soon be reached in this means of financing, 
consideration is being given to the possibility of further 
utilising the resources of the banks of issue. 

The plan for a government owned and controlled central 
bank is apparently being discarded in favour of modifica- 
tions of the Federal Reserve e system which will bring it more 
closely under government control. Possible changes 
include the centralisation, preferably under Treasury 
authority, of control over the open market operations of 
the Federal Reserve Bank and the institution of a measure 
of government control over the selection of Reserve Bank 
governors including possibly authority for the government 
to remove or to veto the appointment of governors. 
These plans or others of a similar nature are now being 
worked upon by Treasury officials and by those of the 
Federal Reserve itself. A committee, composed of four 
Reserve Bank governors, the acting head of the Federal 
Reserve Board, the chief economist of the Federal Reserve 
Board and a former chief economist of the Treasury, and 
having as its chairman Mr. George L. Harrison, governor 
of the Federal Reserve Bank of New York, is making a 
study of proposed changes in the Reserve System. The 
group expects to have a report ready early in December, 
but it is not likely that it will be published. 

Such a group, it is obvious, will concern itself chiefly 
with devising changes in Federal Reserve organisation 
calculated to give a greater degree of centralised control 
while retaining some independence of direct government 
supervision. It remains to be seen whether they can 
successfully compromise with a demand for government 
control over the banks of issue which has arisen as a 
natural result of the programme of government expendi- 
ture. 

The month of October was marked by a further 
increase in the demand deposits of banks, accompanied 
by a further decline in their activity. The following table 
shows the principle changes in the deposits and loans and 
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investments of reporting member banks of the Federal 
Reserve in 91 leading cities on October 31, compared 
with a month ago and a year ago :— 







(in millions of dollars) 






Increase or decrease since 
Oct. 31, Sept. 26, Nov. I, 
1934 1934 1933 






















Net demand deposits oo ©§©=.-:- 53,4978 + 364 + 2,823 
Total loans and investments 17,837 + 48 + 1,088 
Loans on securities ... wn 3,051 + 58 — 553 
Other loans ... ‘ial ~ 4,750 + 4 — 233 
U.S. Government direct 

obligations aes te 6,639 + 8 + 1,475 
Other securities _ — 3,391 + 26 + 399 







As will be seen, the rise in net demand deposits far 
exceeded the increase in the banks’ loans and investments. 
The increase in loans other than those on securities marks 
a continuation of the gradual expansion of commercial 
borrowings that has been going on for several months 
but this expansion remains very small. The principle 
variation between this and previous months is in the 
small advance in investments in United States Govern- 
ment securities. This reflects in part the absence of 
fresh borrowing by the government during the period 
and in part the uncertainties over the government bond 
market which existed during October. 

The position of the Federal Reserve banks themselves 
has undergone no important change. Member bank 
borrowings have been further reduced to approximately 
$11,000,000 at the end of October. Holdings of govern- 
ment securities show no important change from a 
month ago at about $2,430,000,000 and are only about 
$10,000,000 higher than they were a year ago. Gold 
certificate reserves have moved up some $8,000,000 
reflecting only a portion of the rise in monetary gold 
stocks of the country during the period and the volume 
of note circulation has declined about $15,000,000 
contrary to the normal trend of seasonal expansion. 

The dollar has been strong in foreign exchange, 
partly because of the indications that no further currency 
experiments are contemplated for the moment but more 
because of the uncertainties which have surrounded 
$2 
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European gold bloc currencies. The Treasury’s avowed 
intention of utilising silver purchases abroad to offset the 
favourable trade balance so as to prevent the importation 
of gold has been frustrated by the action of China in 
cutting off silver exports and by the fall in the gold bloc 
exchanges. Early in November a strong import move- 
ment in gold set in which had resulted by the first week 
in that month in engagements of upwards of $20,000,000 
of gold for shipment from France to the United States. 
Prior to this the monetary gold reserves of the Treasury 
had surpassed $8,000,000,000 and were at the highest 
figure by weight as well as in dollar valuation in the 
history of the country. 





French Banking 
By M. Mitzakis 


show any material change during October. The 

volume of funds remained abundant, and borrowers 
found it easy to cover their requirements. The decline 
of interest rates did not, however, continue, as is evident 
from the following figures :— 


‘Ts situation in the French money market did not 


End of Endof End of 
Aug., Sept., Oct., 
1934 1934 


~S9 


Banque de France, rediscount rate 
Market rate of discount 
Day to day money ... oe ‘ar wie 
Loans on Bons de la Défense Nationale :— 
Market rate for 1 month... 
Market rate for 3 months 
Rates of loans on securities :— 
On the Parquet 
On the Coulisse 4 


The market rate of discount declined slightly from 
13 to 1} per cent. Sight deposit rates also declined 
from ? to } per cent. On the other hand, the rate of 
interest for loans on Bons de la Défense Nationale 
advanced from 1,7; to 14} per cent. for three months, 
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while loans on securities on the Parquet also rose from 
} to ? per cent. On the whole, however, these changes 
are not too important, and the general situation remained 
unchanged. 

In reality, the decline of interest rates ought to 
have continued. The reduction of the amount of 
outstanding Treasury bills from 12 to 10 milliards on 
September 30 released a substantial amount of banking 
resources, while the slackening of business activity 
restricted banking credits. Under this dual influence, 
the money market ought to have become easier. But, 
as is often the case in Paris, psychological factors inter- 
vened. Internal political difficulties and the menace of 
complications in connection with the Saar plebiscite 
provoked a slight increase of hoarding, which checked 
the decline of money rates. 

The tendency of the foreign exchange market also 
indicated the effect of the internal troubles. Throughout 
the summer the franc was very firm, and there was an 
influx of gold. During October, however, especially 
during the second half of the month, the tendency of the 
franc was less favourable. Gold imports ceased and 
towards the end of October and the beginning of 
November there was an outflow of gold to the United 
States. This turn in the tide was in part due to the 
firmer tendency of sterling through the falling off of the 
seasonal pressure, but it is beyond question that the 
change was mainly due to the weakening of the franc. 
The international movements of funds were, in fact, 
towards the end of October, unfavourable to France. 
There was no big efflux of French funds, but there was 
some repatriation of foreign balances. During previous 
months fairly substantial funds came to Paris from the 
United States and Great Britain; some of them were 
withdrawn in October. Both sterling and dollar improved 
in relation to the franc. The Exchange Equalisation 
Fund did not intervene to any large extent to moderate 
the rise in sterling, and did not acquire large amounts of 
gold from the Bank of France. On the other hand, the 
United States absorbed large quantities of gold. The 
efflux took place mainly at the beginning of November, 
and is not indicated by the last bank return available, 
dated October 26. 
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End of Endof End of 
Aug., Sept.,  Oct., 
1934 1934 1934 


ASSETS. (millions of francs) 
Gold reserve ... — ae ... 82,037 82,261 82,476 
Foreign exchange reserve (total) ... wr 861 743 711 
Sight ii re aa ei re 13 10 10 
Time on dua ~e inn aon 848 733 701 
Discounts (total)... a ai ve 3,337. 4,365 4,216 
Bills on France... ion iia aa 3,117 4,146 3,996 
Bills on foreign countries si ais 220 219 220 
Advances on bullion ‘in ais es 1,508 1,502 1,498 
Advances on securities sed mi ial 3,140 3,134 
Bonds on the Caisse Autonome _... vr 5,913 5,808 


LIABILITIES. 
Note circulation een ... 81,732 81,479 
Current and deposit accounts (total) .-» 20,764 21,347 
Of which— 

Treasury ” with in ine ons 850 545 

Caisse Autonome re ie in ny 3,034 3,129 

Private accounts ... ene wee .. 16,659 17,439 

Sundry ; sa re aes 220 234 
Total of sight liz bilities ats as ... 102,495 102,826 102,720 


Percentage of gold cover... vv ... 80°04% 80-02% 80-29% 


Thanks to the influx of gold early in October, there 
was on balance an increase of 215 million francs for the 
month. This was in part offset by a decline of the foreign 
exchange holding from 743 to 711 million francs. This 
is due probably to repayment of credits granted to 
foreign central banks. For several months this item has 
now been declining. Between the end of July and the 
end of October it declined by 224 millions, from 935 to 
711 millions, showing a fairly rapid scale of repayment. 

The changes in the other items of the balance sheet 
are of no particular interest. Discounts declined slightly, 
and so did advances on securities and on bullion. This 
decline is normal, considering the abundance of funds in 
the market ; in fact, it ought to have been more marked. 
Among liabilities, the note issue declined from 81,479 
millions to 79,467 millions, while current accounts and 
deposits increased from 21,347 to 23,353 millions. These 
changes were due to the transfer of funds in connection 
with the recent Treasury issue which met with full 
success. Thanks to this operation, the Treasury increased 
considerably its balances with the Bank of France. As 
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the subscribers were mainly members of the general 
public, the issue resulted in a contraction of the note 
issue. The total sight liabilities declined slightly from 
102,826 to 102,720 million francs. As the gold reserve 
increased from 82,261 to 82,476 millions, the reserve ratio 
advanced from 80-02 to 80-29 per cent., which is the 
highest figure for the last return for any month. It is 
probable, however, that at the end of November the 
ratio will be less favourable, owing to the efflux of gold. 

It is possible that the monetary situation will become 
ageravated. At this time of the year the budgetary dis- 
cussions usually create an atmosphere of pessimism. At 
the same time, complications might still arise in con- 
nection with the departure of M. Doumergue. He had a 
prestige above all parties. His successor, although he 
has already shown his capacity as a statesman, may 
possibly meet with difficulties in Parliament. 

The French public is very sensitive towards political 
or financial difficulties. Should there be political troubles 
hoarding would probably increase and money conditions 
would become tighter. There is no question of any danger 
to the franc, since the position of the Bank of France is 
very strong. If, however, French funds seek refuge in 
London, the Exchange Equalisation Fund might replenish 
its gold reserve through withdrawals from the Bank of 
France. 

There is one reassuring factor. M. Flandin has always 
advocated sound monetary principles. He has always 
been opposed to monetary manipulations. He will un- 
doubtedly be a firm defender of the franc. At the same 
time, he has always been opposed to State interference 
with production and prices. He believes in the freedom 
of economic interchange, and there is reason to expect, 
therefore, that the Government will discontinue certain 
arrangements, such as the existence of a minimum price 
for wheat and other forms of Government intervention. 
In this respect, M. Flandin might render useful services, 
since the results of planned economy in France have so 
far been unfavourable. The manifestation of a more 
liberal spirit in official quarters would therefore be 
welcome. 
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German Banking 


By a Correspondent 


HE goldand foreign exchange holding of the Reichs- 
bank further increased in October, although on 
October 15 some 4 million reichsmarks had to be 
transferred for the full payment of the interest on the 
British tranche of the Dawes Loan. At the end of October 
the note cover amounted to 86-5 million reichsmarks, 
against 78-9 millions on September 23, just before the 
beginning of the new system of devisen allotment. 
During the first week of November there was a decline 
of 4} million reichsmarks, as by virtue of the agreement 
with Great Britain £400,000 had to be transferred in 
repayment of overdue commercial liabilities. The gold 
and foreign exchange reserve has thus declined once more 
to RM. 82 millions. There may be some minor increases 
during the coming weeks, in consequence of the appre- 
ciation of the reichsmark through the new regulations. 
On the other hand, at the end of this month another 
substantial transfer has to be made, as the interest on 
the British tranche of the Young Loan, falling due on 
December I, amounts to about 4 million reichsmarks. 
The most important effect of the new exchange 
regulations is the increase of the clearing balances of the 
Reichsbank. It is the result of the payment of blocked 
interest and sinking fund on German foreign loans, 
and also the payment into clearing accounts of commercial 
debts. At the end of October the sight liabilities 
amounted to 956 million reichsmarks, against 848 millions 
a month ago and 416 millions a year ago. At the same 
time the claims of the Conversion Office against the 
Reichsbank amounted to 239 millions, against 211 
millions at the end of September. The balances on 
foreign sondermark accounts with the Reichsbank are 
estimated at 150 to 200 million reichsmarks, so that the 
total held up through transfer restrictions is about 
400 million reichsmarks. In addition, there is another 
item represented by the amounts paid into ‘ suspension 


accounts’ after the suspension of the various exchange 
agreements, totalling about 40 million reichsmarks. 
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The balances of the Conversion Office will increase 
further as and when payments on external loans fall due. 
On the other hand, the balances originating through the 
non-transfer of commercial debts are likely gradually 
to decline. The claim of about 20 million reichsmarks 
on the British ‘“‘ sondermark”’ account and the waiting list 
is supposed to be liquidated in three months by virtue 
of the new agreement. The large amounts involved in 
all these transactions have made it necessary to establish 
a new institution to deal with them. 

The development of the Reichsbank in October gave 
a true indication of the economic situation in Germany. 
Contrary to what happened in the previous month, the 
increase of availments at the end of the month was com- 
pletely liquidated after the turn of the month. The 
increase of clearing balances continued during the past 
month, although changes in foreign deposits were sub- 
stantially narrower. Even allowing for the funds accu- 
mulated through the transfer moratorium and exchange 
restrictions, there was a marked increase in the sight 
liabilities of the Reichsbank. Even during the first 
week of November there was a further increase, bringing 
the total to 927:5 millions against 389-2 millions on 
November 7, 1933. During the last week it was particu- 
larly the deposits of the Reich and of public institutions 
that increased. This was the result of the satisfactory 
taxation receipts, and also to the increased liquidity 
of the money market, caused by the liquidation of 
commodity stocks through the absence of devisen for 
imports. The easier money conditions caused a re- 
duction of the market rate of discount from 3? to 33 per 
cent. The rediscount rate remains at 4 per cent. since 
September 22, 1932; a reduction is not considered 
imminent, although it appears necessary in order to 
bring about a reduction of long-term loan interest. 

In contrast to the previous months, the five big 
Berlin banks show an increase of outside resources for 
September. Foreign credits further declined, this time 
by about 30 millions, through conversions into registered 
marks. Allowing for this change, deposits have in- 
creased by about 100 million reichsmarks. A _ large 
part of this is due to the overdue payments on foreign 
commercial claims. Deposits with the Berlin banks 
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increased by 43 millions, mainly through the interest 
receipts of mortgage banks. On the assets side, liquid 
resources showed an increase. In spite of repayments 
through the liquidation of stocks, advances also increased. 
There were a fair amount of new loans, in accordance 
with the seasonal tendency. 

Following upon the transfer negotiations in May, 1934, 
the Reichsbank stopped the transfer of interest on foreign 
loans other than Dawes and Young Loan. The Reichsbank 
declared itself prepared to buy at the rate of 4o per 
cent. the interest scrips or the funding bonds of the Con- 
version office; payment was to be made six months 
after the interest falls due. The Reichsbank reserved 
the right, however, to withdraw this offer, and it has 
just availed itself of this right. The creditors will only 
receive for interest payment between July I, 1934, and 
June 30, 1935, 3 per cent. funding bonds guaranteed by 
the Reich. The total requirements for interest on German 
foreign loans were estimated officially at the beginning 
of this year at 800 million reichsmarks. This amount 
must since have been reduced. The annual interest 
on the Dawes and Young Loans, which is subject to 
special arrangements, amounts to go millions, so that 
there remains less than 700 millions consisting of the 
interest on foreign loans of debtors other than the Reich. 
A substantial part of this amount continues to be paid, 
partly as a result of clearing agreements (to Holland, 
Switzerland, Sweden, and Belgium), partly on the basis 
of the loan contracts, in the case of the Potash Loan 
and loans to shipping companies. Interest on Standstill 
credits is also being transferred without restriction. 
The requirements on these credits, amounting to about 
2 milliard reichmarks, are nearly 100 million reichsmarks. 
Thus, the actual amount of interest subject to the transfer 
moratorium is roughly 250 million reichsmarks, or about 
one-third of the total interest liabilities on foreign debts. 

The Anglo-German transfer agreement provides for 
the payment of interest on the British tranche of the 
Dawes and Young Loans. The annual requirements for 
this are estimated at nearly £2,000,000, which represents 
about one-third of the total owed to Great Britain in 
interest. As the interest on Standstill credits is being 
transferred, and holders of Potash Loan also receive 
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payment, only one-third of the British interest claims 
are paid in funding bonds; interest thereon will be raised 
for British holders from 3 to 4 per cent. 





Latin America 


By A Correspondent 


HE recovery in South American conditions has 
| made further steady progress during the past 
three months, the internal improvement in the: 
individual Republics having been assisted by expansion 
in the export trade. Indeed, the latter is the most 
encouraging factor in the present situation, since the 
whole economy of the South American countries is based 
upon the successful marketing of their export products, 
the proceeds of which constitute their main income as 
well as forming the reservoir of foreign exchange reserves 
with which to meet commitments abroad, such as pay- 
ment for essential imports. 

The internal recovery so far achieved through indi- 
vidual effort now awaits consolidation and intensification 
through a general revival in international trade. In the 
meantime, the banking industry has found but slight 
relief from the abnormal restrictions in the shape of 
moratoria, artificial clearing systems, and legislation 
favouring debtors, although there has been a welcome 
further relaxation of foreign exchange regulations in 
certain directions as a direct result of the recovery of 
export trade from the low levels of recent years. 

The recovery, while definite, is only relative, and 
South American trade activity is still far below that 
existing before the world depression. Further wide 
expansion in the export trades must be achieved before 
the import movement can be expected to return to 
normal levels, especially as the decline in currency values 
in the exchange markets has been reflected in a general 
rise in prices of most articles derived from abroad. This 
factor has naturally tended to foster activity in the 
national industries, in so far as they can provide substi- 
tutes for articles of foreign manufacture. Nevertheless, 
the exceptionally low level to which stocks have fallen 
and the increased purchasing power which has resulted 
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from the realisation of better prices for certain exports 
—such as coffee, cotton, and wheat—have already 
resulted in the commencement of an improvement on 
import account, a movement which has naturally received 
impetus from the alleviatory exchange measures recently 
inaugurated. 

Concessions in the foreign exchange market have been 
noteworthy in Brazil, where the proceeds of all exports, 
with the exception of coffee, can now be sold at the 
“free’’ rate of exchange. In the case of coffee, an 
amount of Fes. 155—or the equivalent in other currencies 
—per bag exported must be sold to the Bank of Brazil 
at the official rate of exchange, but exporters are per- 
mitted to sell the balance of their foreign currency drafts 
at the “ free’’ market rate. These provisions have been 
in operation since September 10, 1934, on which date it 
was also announced that 60 per cent. of the value of fresh 
imports of merchandise would in future receive cover 
from the Bank of Brazil at the official rate of exchange, 
the remaining 40 per cent. having to be purchased by the 
drawees in the “ free’’ market. The Bank of Brazil has 
agreed to allot at the official rate foreign exchange to 
the full value of goods cleared through the customs up 
to September Io last inclusive, irrespective of whether 
the exchange had already been applied for or whether 
deposits in milreis had been made against the respective 
bills. Argentina has also made further provisions for the 
liquidation of overdue trade debts. Whilst the Roca 
Agreement provided machinery for the liquidation of 
frozen peso balances as at May I, 1933, the drawees in 
respect of goods imported into the Republic prior to 
February 1 of that year, which fell due for payment after 
April 30, 1933, were unable to obtain exchange at the 
official rate. By agreement between the British Embassy 
at Buenos Aires and the Argentine Exchange authorities, 
however, the latter have agreed to allocate official exchange 
for the liquidation of these accounts. The liquidation 
of unpaid accounts in respect of goods imported into 
Argentina between February 1 and November 29, 1933, 
in respect of which applications have been made to the 
Exchange Control Authorities, has been virtually com- 
pleted. 

A feature of the exchange situation in Argentina 
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during the past quarter has been the further steady 
improvement in the average official rate at which exchange 
is allotted to importers and others holding the necessary 
remittance permits. The latest tender rate of 17-06 paper 
pesos per £ sterling, however, still compares with the 
official buying rate of 15 pesos, and, despite agitation on 
the part of importing interests, official denials have been 
given to rumours of an intention to lower the basic 
official purchasing rate by further devaluation of the 
gold value of the peso. It may be presumed that no 
fundamental modification of the control system is likely ~ 
to be instituted until prospects are secure for the satis- 
factory marketing of the grain crops in the shipping 
season now imminent. The official foreign trade returns 
of Argentina continue to show that, although these are 
affected by the currency depreciation of about 20 per cent. 
since a year ago, a more than compensating improvement 
has occurred in the total value of exports, whilst imports 
are also on the increase. Crop prospects are currently 
reported to be generally favourable. The exportable 
surplus stocks from the old crops likely to be carried over 
to next season are expected to be light, and there is 
generally a more optimistic feeling in business circles. 
In brief, conditions in Argentina are as favourable as 
could be expected in view of the present situation in 
international markets. 

The Argentine banks maintain their liquid position, 
and it is clear that they could readily provide whatever 
facilities might be required to finance a further expansion 
of business. Recent rumours of the Government’s 
intention to establish a Central Bank and further to 
devalue the peso have been officially refuted. The view 
widely held in Buenos Aires is that the time is not 
propitious for any change in the banking régime, which, 
if made during the present period of transition, might 
indeed by necessitating technical adjustments hinder the 
steady recovery in trade which has admittedly begun. 
The liquidity of the banking situation is protected by the 
provisions of the present Rediscount Law, the currency 
backing is strong, and the credit position is unimpaired. 

Evidence is accumulating of the considerable improve- 
ment in internal conditions in Chile, although this 
may be approaching a peak. Since the Banco Central 
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de Chile has regained partial control over the currency 
note circulation, the total outstanding has continued 
to decrease. The fresh rise in wholesale prices during 
the current year, therefore, is no longer attributed 
to inflationary factors, but to real trade recovery. The 
advances of the commercial banks have now risen to the 
level at which they stood in mid-1931, and bank deposits 
have touched the highest point for the past eight years. 
The official figures of Chilean foreign trade continue to 
show remarkable expansion in the value of exports com- 
pared with last year, whilst a slight increase has occurred 
in imports. At this early stage of economic recovery, the 
Government are already considering proposals partially 
to meet the claims of the external bondholders to the 
extent justified by Chile’s present capacity to pay. 
This, at the present time, is admittedly attenuated, and 
the general Chilean outlook must depend upon an expan- 
sion in international demand for nitrate and other 
products. 

The foreign trade returns of Brazil show that, in terms 
of milreis, expansion has occurred in both exports and 
imports in the first eight months of 1934 compared with 
the corresponding period of last year, although—owing 
to lower exchange levels—a reverse tendency is shown on 
conversion to a gold basis, whilst the surplus of exports 
over imports is somewhat lower at {5,688,000 (gold), 
against £5,902,000. Nevertheless, as already mentioned, 
the Government is proceeding with its policy of relaxing 
the foreign exchange restrictions as far as possible, and, 
in consequence, the local commercial markets already 
show signs of increased confidence. Stocks of imported 
goods are low, and the official recognition of the “ free ”’ 
exchange market is encouraging the placing of orders for 
their replenishment. The policy of reciprocity in trade 
now observable internationally is likely to lead to Trade 
Agreements with Brazil favourable to trade competitors 
of Great Britain. The National Coffee Department is 
sparing no effort to eliminate all surplus stocks, and the 
time appears to be approaching when the restoration of 
statistical equilibrium to the coffee market may permit 
of the free play of the laws of supply and demand. 

Expansion continues to be shown in Peruvian foreign 
trade, and, here again, the growth of exports previously 
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recorded is being followed by revival in the import trades. 
Restoration of confidence in both Peru and Colombia 
owing to the settlement of the boundary dispute is 
exercising a favourable influence upon conditions there. 
In the Central American countries, it is between seasons 
for the coffee crops, but the outlook in general appears 
favourable, though overshadowed somewhat by import 
quotas in Germany, which is a large importer of coffee. 





International Banking Keview 


ITALY 


Tis selling pressure on the lira continued during 
the past month, and the Italian authorities had 
to support the exchange in the Paris market. The 
exchange control has now been entrusted to a special 
department of the Bank of Italy, headed by Dr. J. Nathan, 
who has been for many years London representative of 
the bank and of the Italian National Institute of 
Exchange. The latter institute will remain in existence, 
but its activities will be confined to the purchase of foreign 
exchange for the requirements of the Government. The 
foreign department of the Bank of Italy remains, of 
course, in charge of the routine foreign exchange business. 

As a result of sales of gold for the sake of supporting 
the lira, the gold reserve of the Bank of Italy has declined 
to about 42 per cent. of the note circulation and sight 
liabilities. To check a further decline, import restrictions 
have been imposed on wool and other materials, and 
efforts are being made to relieve pressure through clearing 
and compensation agreements. At the same time, efforts 
are being made to reduce the budgetary deficit, and to 
that end public expenditure on public works is being 
curtailed. To meet the current deficit and other Treasury 
requirements, a 4 per cent. loan of 2,000,000,000 lire, 
repayable in nine years, has been issued. 


SWITZERLAND 


In order to encourage British tourists to visit 
Switzerland, the Swiss hotel proprietors announced that 
they decided to accept sterling at the fixed rate of 16 
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francs throughout the winter season. Tourists will be 
able to obtain this rate for cheques and bank notes from 
hotels, and also in shops in winter resorts, but the 
arrangement will not be extended to the big towns where 
ordinary market conditions will apply. The Swiss Govern- 
ment has agreed to indemnify the hotel proprietors for the 
loss caused by the difference between the fixed rate and 
the current market rates. As at present the market rate is 
15°36 and the chances are that sterling will appreciate 
during the winter, the concession is not very substantial; 
it amounts to roughly 4 per cent. Notwithstanding this, 
the measure is criticised in some French quarters as “ an 
act of disloyalty to the gold bloc ”’ and a form of “‘ mone- 
tary dumping.” One French commentator remarked 
that there will be henceforth in Switzerland two forms of 
money, namely, the official franc which will remain tied 
to gold, and the “ tourist franc ’’ which is worth 16 to 
£1, and which “escapes the gold bloc to become the 
satellite of sterling.” 


HOLLAND 


The Dutch-German Exchange Clearing Agreement 
which was concluded last summer, has been denounced 
by the Dutch Government. Germany has not discharged 
all her obligations with regard to the Netherlands carrying 
trade, and her attitude concerning clearing arrangements 
and her slow settlement of outstanding debts were among 
the causes of the Dutch Government’s decision. A large 
portion of German exports to Holland escaped the 
clearing, and as a result the reichsmark in Holland 
appreciated to a sufficient extent to make the dispatch 
of gold to Berlin profitable. 

The Dutch step was well received in financial and 
business circles in Amsterdam, since it is expected that 
Dutch interests will not be injured by it in any way. 
Exchange Clearing will be fully maintained, and the 
denunciation of the agreement merely means that in future 
Germany will not receive 7} per cent. in free exchange 
placed at the Reichsbank’s disposal. 


DENMARK 


The Government has introduced a Bill for the 
conversion of agricultural debts. The Bill authorises 
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the conversion to 4 per cent. of all existing 4} per cent. 
and 5 per cent. Credit Union bonds. The total amount 
involved is 2,600,000,000 kroner. Holders of 44 per cent. 
bonds will receive a premium of 2 per cent., while holders 
of 5 per cent. bonds will receive a premium of 4 per cent., 
payable out of a special conversion fund to be managed 
by the National Bank. This fund will also take over the 
bonds of those holders who refuse to accept the terms of 
the conversion. The Bill further authorises the Govern- 
ment compulsorily to reduce the interest on deposits in 
banks and savings banks, and at the same time to enforce 
a reduction in the interest charged on loans granted by 
the banks. Provision is made for the future variation of 
interest rates on agricultural mortgage loans, within a 
range of one per cent., according to the degree to which 
agriculture is profitable. Provisions are also made for 
granting moratorium to debtors in difficulties. 


SWEDEN 


Stockholm continues to be a banking centre for the 
Scandinavian and Baltic countries. From time to time 
loans of a comparatively moderate amount are granted 
by Swedish banking groups. The latest transaction of 
this kind was the issue of a 4 per cent. loan of 15,000,000 
Swedish crowns to the Norwegian Municipal Bank, under 
the guarantee of the Norwegian Government. The issue 
price was 96 per cent., and the loan is repayable in 20 
years. The loan was over-subscribed about ten times in 
thirty minutes. 









Banking Keviews 


English Reviews 

ROFESSOR LIONEL ROBBINS is highly critical 
P of our present agricultural policy in an article 
entitled “‘The Planning of British Agriculture,” 
which appears in the November issue of LLoyps BANK 
review. He points out that there is no gain, so far as 
real incomes are concerned, in subsidising or protecting 
agricultural production that otherwise would be un- 
profitable. The raising of the receipts of domestic 
agriculturalists does not have the effect of causing more 
v 
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to be spent on the products of other industries. The 
agriculturalist truly has more to spend, but only because 
the purchasers of his products have less to spend on other 
commodities. The gains from Mr. Elliot’s policy are 
of an aesthetic or political character and must be weighed 
against the economic loss which we must suffer in the 
form of a lower national income. If we decide that the 
gains more than compensate us for this loss Professor 
Robbins considers that we should rely on import duties 
and not on quotas: “‘ The quota system is not new and 
it is the overwhelming verdict of experience all over the 
world that full recovery is not to be hoped for until it 
is swept away.” 

A somewhat pessimistic article concerning “‘ Belgium 
in the Depression ’’’ appears in the same review. After 
showing statistically that Belgium has made no real 
recovery from the depression, the writer considers that 
the only course for her to pursue is devaluation. “ If 
there should be any further deterioration in the course 
of the winter, public and political opinion may move 
rapidly in the direction of realising that the attempt to 
adjust the national economy to the currency has been 
unsuccessful; and may prefer to assume the risk of 
adjusting the currency to the national economy.” 

An article of general interest appears in the October- 
November issue of the MIDLAND BANK review and is 
entitled ‘“‘ London as an Industrial Centre. The conse- 
quences of changing demands.’ Greater London, the 
area contained within the Metropolitan Police boundary, 
occupies nearly 700 square miles and had a population in 
1931 of a little over 8,200,000, or rather more than 
one-sixth of the total for the United Kingdom. Of this 
number the insured workers amounted to 2,399,000, and 
it is with their occupational distribution and output that 
this article is mainly concerned. ‘‘ The most important 
London industry judged by output is printing, book- 
binding and publishing, and here London accounts for 
about one-half of the production of the entire country.” 
From the employment point of view this is the second 
most important industry, with an average number of 
99,000 of persons employed; clothing coming first with 
an average of 102,000. During the past decade London 
has enjoyed a far greater measure of prosperity than the 
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rest of the country, e.g., in September this year the 
unemployed percentage was 8-5, as compared with 16-1 
for Great Britain. The reason for this is that “ The 
depression fell with greatest severity on the exporting 
trades and the industries producing capital goods of 
large bulk, and in neither of these is London pre- 
dominantly interested.’’ Moreover, London has a greater 
consuming power for highly finished goods than has the 
rest of the country, and hence the newer “ luxury ”’ 
producing industries have settled in this area. The 
Midlands and the North owed much of their industrial 
supremacy in the past to their proximity to the coal- 
fields as a source of power; but, owing to the increasing 
use of electricity, London is now at no disadvantage in 
this respect. Lastly, for many years the raw materials 
of industry which have been imported have come to 
London for distribution and the fact that industries are 
established close to the source of the distribution lessens 
transport expenses. ‘“‘ The rise of London as an indus- 
trial area represents, then, a response on the one hand 
to basic changes in consumers’ demand, and on the other 
to almost revolutionary changes in the technique of 
production and distribution.” 

An interesting analysis of ‘‘ The Sterling Exchange ”’ 
position appears in BARCLAYS BANK review for November. 
The writer divides the influences affecting exchange 
quotations into two categories, namely, those resulting 
from changes in the economic position of the country 
concerned and those arising from external causes. He 
points out that the improvement in industrial conditions 
in this country has resulted in an expansion in the 
consumption of imported raw materials, but the finished 
product has been largely for home consumption and 
consequently the rise in imports has been only partially 
offset by greater exports. Moreover, there is an appreci- 
able time lag between an increase in imports of raw 
materials and an increase in the export of the resultant 
manufactured goods. These factors in our economic 
position may possibly account partially for the recent 
weakness in sterling in terms of gold. Turning to 
external causes the writer considers that several factors 
have been responsible. In so far as the depreciation of 
other currencies has adversely affected the British 
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trading position, their influence should be only transitory. 
The rise in the visible trade balance of the United States 
has probably also influenced the position. Summing 
up, he stresses the fact that exchange stability over as 
wide an area as possible is a pre-requisite to a return to 
normal world trade. 


Foreign Reviews. 


Writers and students of international finance and 
trade in the future will have an enormous supply of 
literature on which to draw, and not the least important 
will be the various banking reviews which are discussed 
here from month to month. We have to draw the 
attention of our readers to yet another publication, the 
first number of which has been received this month. 
This is the review to be published monthly (in Spanish) 
by the BANCO CENTRAL DE RESERVA DE EL SALVADOR. 
Various statistics and comments on the trade of the 
Central American Republic of Salvador are presented in 
this publication. 

Professor Gustav Cassel has another of his thought- 
provoking articles in the latest Quarterly Report published 
by the SKANDINAVISKA KREDITAKTIEBOLAGET, entitled 
“International Payments under a System of Paper 
Currencies.”’ In this article he delivers another blow at 
the Gold Standard. We think he is quite right when he 
alleges that people and nations are bewitched by having 
large quantities of gold stored in their Central Banks. 
He seeks to explode the myth that gold is necessary to 
settle international balances of payment and he justly 
points out that when a large sum of gold is required to 
settle some adverse balance the export of gold is usuaily 
forbidden. Furthermore, the gold reserves of the Central 
banks are totally inadequate for this purpose. Generally 
speaking these adverse trade balances have to be settled 
by loans and short-term credits and finally by a readjust- 
ment of trade. Professor Cassel suggests that ‘“ the gold 
standard system itself creates a need of consignments of 
gold for purposes of monetary policy or for pure specula- 
tion,” and he states that: “A world monetary system 
with any degree of stability is conceivable only if the 
international values of the different currencies are fixed 
at levels tolerably corresponding to their internal purchas- 
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ing power.” He considers that an international system 
of paper currencies will be developed as time goes on, 
and he concludes his article by quoting the example of 
Sweden to prove his various theories. He maintains, 
however, that exchange stability based on a paper 
currency system must be accompanied by a fair degree 
of freedom in international trade and in the movements 
of capital. We think it worth while to quote one of his 
final remarks and leave it to the consideration of our 
readers: “‘ It is not the gold standard that maintains the 
fundamental stability of the rates of exchange, but it is 
rather this stability that renders it possible to maintain 
the gold standard.” 

The review of the NATIONAL City BANK OF NEW 
YORK quotes some interesting facts regarding the present 
grain position in the United States. Owing to the 
drought the internal grain prices have so risen that it 
has become profitable to ship grain into that country. 
For example, Polish and Canadian rye have been 
imported and Canadian wheat has also been sold to 
millers near the Canadian border. Shipments of various 
grains have been received from the Argentine. This is 
a striking position in which the United States finds itself, 
for always in the past it has appeared as an exporter of 
grains on balance. 

The same review devotes considerable space to “‘ Plans 
for Creating Purchasing Power.” The article appears to 
be a criticism of Government expenditure on public 
works, etc., for the purpose of relieving unemployment 
and of putting money into circulation. Government 
policy and public opinion have been instrumental in 
influencing the conduct of industry since 1929, and, in 
general, industry has attempted to maintain wages and 
prices against downward economic tendencies as though 
conditions existing during war-time and boom-time were 
a standard to be maintained at any cost. The writer 
suggests that the American people and perhaps the 
Government itself have not realised this and they have 
got to learn to adjust themselves to a new standard as 
the only way out of the depression into which the country 
has sunk. An inquiry is being set on foot to determine 
Whether wage increases based on reduction of hours 
can be maintained under prevailing conditions. This 
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inquiry is of great importance and its results will be of 
interest not only in the United States but also elsewhere. 
We think, however, that the writer of this review has hit 
the nail on the head in his last paragraph and we venture 
to quote it in full: ‘‘ There is every reason to believe 
that with normal trade relations existing throughout the 
economic system, employment would be promptly avail- 
able for every willing worker. The wants of the people 
are as great as ever. This country has a magnificent 
industrial equipment, with a capacity much beyond that 
of any previous time, and always increasing. It is 
deplorable that a people with the practical capacity of 
the people of the United States should stand helpless in 
the presence of want and distress, with the industrial 
organisation operating far below its capacity, solely 
through failure to adjust intelligently the exchange 
relations among themselves to their mutual advantage.” 


Books 


WorLD EcoNoMIC SURVEY, 1933-34. Publication of the 
ECONOMIC INTELLIGENCE SERVICE OF THE LEAGUE 
OF NATIONS. Geneva, 1934. (London: Allen & 
Unwin. Price 7s. 6d. net.) 


IF the League of Nations were to do nothing more 
than publish its economic and statistical surveys, this 
alone would fully justify its existence. The present 
volume is easily the best source of materials concerning 
the facts about the crisis. Its tables and charts, indicating 
the changes in world production, commerce, employment, 
prices, etc., is indispensable for anyone taking an 
intelligent interest in the development of the economic 
depression. The volume contains most of the statistical 
information on the subject that is likely to be required 
by bankers and other busy men who have no time to 
investigate the original sources. 
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THE COMING AMERICAN REVOLUTION. By GEORGE 
SouLE. (London, 1934: George Routledge & 
Sons. Price Ios. 6d.) 


THE author’s thesis is that the economic crisis in the 
United States prepared the way for a revolutionary 
change in the economic and political structure of the 
country. One of the two necessary factors of a 
revolutionary crisis was in large measure present—the 
cracking of the old régime from within—but the other 
was not. The classes opposed to liberal capitalism were 
not ready to take its place, had no definite plan, and 
President Roosevelt ended up by handing the control 
back to industry. It is an interesting point of view. 
Although the book’s account of the actual financial crisis 
leaves much to be desired, it is worth reading for the 
sake of the politico-social background it provides. 





SOUTH AFRICA CALLING— 
Via The High Seas Road 


Can we assist you to take The High Seas Road to South Africa this Winter on that sun- 
shine adventure you have promised yourself ? 


When the formalities of booking and departure have been completed for you by our 
Travel Organisation, and you finally gaze over the ship’s rail as she heads for the open 
sea—then comes the true joy of your decision. 


Ocean air, freedom and fresh contacts work wonders. Former doubts about getting away, 
costs, other people, strange lands, fear of unforeseen happenings—all those limitations of 
environment vanish in the wake of the ship. It is astonishing, too, how home and business 
affairs manage themselves and even thrive in one’s absence. 


“South Africa Calling ’’ is a descriptive brochure that will interest you. Sent gratis on 
request to: Director, Union Government Travel Bureau, South Africa House, Trafalgar 
Square, London, W.C.2. 


Where £1 Sterling equals 20/- 
UNION O F SOUTH AFRICA 
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PRACTICAL BANKING CURRENCY AND EXCHANGE. Second 
Edition. By H. E. Evitt. (London, 1934: Sir 
Isaac Pitman & Sons. Price 8s. 6d.) 

THE new edition of this useful book has been 
thoroughly revised and brought up to date. The chapter 
on Forward Exchanges has been added to, and a new 
chapter dealing with Exchange Restrictions has been 
included. 


PRACTICAL COMMERCIAL MATHEMATICS. By H. STANLEY 
REDGROVE. (London, 1934: Sir Isaac Pitman & 
Sons. Price 5s. net.) 

Tuts book gives an idea of the degree to which the 
science of mathematics is applied in commercial practice. 
It covers a very wide field, ranging from the calculation 
of profit, rates, bankruptcy accounts, &c. to the mathe- 
matics of instalment buying and sinking fund operations. 
Banking readers will be particularly interested in the 
chapters on “ Bankers’ and True Discount ”’ and “ Cur- 
rency and Exchange.”’ 


THE PRINCIPLES OF CURRENCY, CREDIT AND EXCHANGE. 
By Wm. A. SHAW and ALFRED WIGGLESWORTH. 
(London, 1934: Sir Isaac Pitman & Sons. Price 


3s. 6d.) 

THE authors are evidently out of touch with practical 
developments, since they propose as the solution of 
exchange problems the adoption of a system very similar 
to exchange clearing. They apparently ignore the fact 
that the system is already in operation between a large 
number of countries. 


THE Banquet. By R. H. Motrram. (London, 1934: 
Chatto and Windus. Price 7s. 6d. net.) 

In “‘ The Banquet,” Mr. Mottram serves us Mr. Dor- 
mer and the bank at Easthampton as an hors d’euvres, 
and while, as is the way with all the best hors d’auvres, 
we rather wish there were more, it also performs its 
proper function of stimulating our appetites for the 
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remainder of the feast. And it is a very excellent feast, 
the diversity of its dishes each exhibiting some fresh facet 
of Mr. Mottram’s skill. 





GREEN FIELDS AND FANTASY. By Patrick R. CHAL- 
MERS. (London, 1934: Methuen & Co., Ltd. 
Price 8s. 6d. net.) 


THOSE who remember Mr. Chalmers’ appreciation of 
the late Kenneth Grahame, one-time secretary of the 
Bank of England, will find pleasure in reading this series 
of open air sketches in the style which Mr. Chalmers has 
made peculiarly his own. Himself a banker, he is one of 
that exceptional band which so happily combines finance 
with fantasy. In his illustrator, G. E. Collins, he has an 
artist who is entirely in sympathy with him. Together 
they have produced a delightful book. 


THE AUTOBIOGRAPHY OF CORNELIS BLAKE. By GEORGE 
R. PrREEDY. (London, 1934: Cassell & Co., Ltd. 
7s. 6d. net.) 


In Cornelis Blake, English representative of a firm 
of Dutch bankers, George R. Preedy has found a vehicle 
for a romantic story of the kingdom of the Two Sicilies 
at Naples in the troublous days that followed the French 
revolution. 

The feverish endeavours of both King Ferdinand and 
the revolutionaries of that distracted kingdom to obtain 
advances from foreign bankers with which to bolster up 
their fantastic schemes, told in the form of an autobio- 
graphy, give an insight into the financial intrigues with 
which bankers of the eighteenth century had to contend. 


County Bank 


AT a meeting in Manchester on November 20 of the 
Manchester and County Bank, it was resolved that the 
name of the company be changed to County Bank. 
A further resolution amending the articles of association 
was also adopted to permit of the shares of the bank 
being quoted on the London Stock Exchange. 
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All figures | given above are the rates ruling on Friday of each week. 


_ Table V 











| 
| —_—__— i” panaliiia isin oan 


NEW eee | PARIS BRUSSELS MILAN ZURICH | MADRID | 


Sto£ Fr.to€ | Belgato£  Lireto€ | Fr.to€ | P'tastog | 





PAR OF EXCHANGE.. 


1 
as"22rs as‘a2ls 


a a Betas, 
JANUARY a . | 4: : “815 : 25-076 | 46-640 
| 





APRIL .. a 7 . -8621 5 +235 47-015 
JULY .. es ‘ . +8729 “994 52-018 
OCTOBER J |) oe *3700 *823 43 +366 


1932 
-582 40-809 
*299 48°783 
*256 44-041 
*606 | 41°517 


+0377 
-1716 
*0757 


*7233 


JANUARY 
APRIL 

JULY .. 
OCTOBER 


co to to 


1933 
*416 41-072 
*770 40-347 | 
*267 

*210 

*687 

*920 


*8367 
+2188 
-9050 
+7770 
+0667 
-0796 


JANUARY 
APRIL .. 
duly... 
OCTOBER 
NOVEMBER 
DECEMBER 





Ort me im COCO 
Or Ore im ee CO 


*484 
*843 
*765 
“872 
“695 
+533 
*475 
+370 
*122 
*460 | -070_ 


: The old parity ‘of 25+2215 wi 
* The old parity of 25-2215 ™ 
, noted re only. 
ficial rai 
§ Since dollar devaluation petit 
6 Since devaluation parity 


Oi cia 


-0739 
-0700 
*1004 
*1416 
5°0938 
5-0064 
*9808 
-9449 
*8520 
116° 48356 | 74-58 | 21 - 


1934 
JANUARY 
FEBRUARY 
MARCH .. 
APRIL .. 
May oe 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOLER 








im COHOror cr Or or orc 








- STATISTICAL TABLES 255 





Table IV—cont. 
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-to£ : ¥ , b R | 4. en. . per . per 

Fl.toZ | Rmk. to £ Kronen to £| Zloty to£ d. per Rupee per | _ Milteis. Gold Peso 
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12°107 | 20°43 | s64°a5 7" | 24°58 58007 47°619 





12-066 20-419 | 163-91 . 8-1! ‘78 | 24 | +461 34: 
12-106 20°409 | 164-06 3+¢ . 7°85 24: | = 87° 
12:056 | 20-967 164-01 3:41 14 7+8 | 24- | 8 33° 
9-630 16-702 130-63 -646 . 30° | 8 82: 





8-541 14-484 115°75 . . | 25-2 
9-263 15: 126: +f . . 21- 
8-814 | 14: | 119: . . . | 18: 
8-450 14- 114: | . 





OO 


8-361 14- 113: 
8-168 | 14-679 115: 
8-263 14-002 112: 
7°784 | 13-166 105° 
7-973 13-466 108- 
8-145 13-710 110: 


> ee OO 


7-943 440 107: 
7-617 2-929 113-2 

7°565 -831 | 122- 
7-591 | 13-020 | 123-4: 
. “936 122-36 
3-141 | 121-34 
3°099 | 121-37 
“834 120-76 
-409 | 118-50 

2-206 | 117-56 


tbandoned as from June 25, 1928. 
oned as from December 22, 1927 


*204 

858(7) 
*022(7) 
*176(?) 
*375(7) 


-575(7) 
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Table VI BRITISH TRApp@p IN. 
COAL PIG-IRON (1) STEEL (1) RON 
—iateae me saianareateipriaibabsiinnill cece i 
| 
Export 7 | 
Production (including Furies . | Production | Production Impo! 
ast | 
_ 7 d of , 
mitjong of | Miltongot | “month | Thousands of | Thourndset| ij | Ther 
——— ——_—__— —_—_—__—_ -~—-—— _—— -_ a a — 7 
1931 
JANUARY .. ws a — ie 19-2 3-6 83 337 402 22. 
APRIL ia ad “a as ne 18-6 3°6 78 =| $323 397 19. 
JULY .. a és +e ta eet 17°1 | 87 70 ~=6|~—s817 429 | 23) 
OCTOBER .. a ia a ‘a 19-7 | 4°3 66 284 457 | 27 
1932 p 
JANUARY .. ‘a ‘i ea 18-7 | 3-6 | 76 ~«=6©| ~=— 330 430 17 
APRIL ie os ae 4 18-4 | 3-8 69 =| (817 433 | & 
JULY .. i ae 15-0 | 3°6 56 293 432 } il 
OCTOBER .. vee 175 86| 3-6 59 =| 276 439 | 16 
| 
1933 | 
JANUARY .. re ws 18-8 3°5 62 287 444 6 
APRIL se ne a oe 15-4 2-9 69 $25 510 i x 
JULY .. ai — oa ee is 15:1 3°5 73 344 568 6 
OCTOBER .. re wa ‘aa ‘ie 18-1 3-9 74 373 668 | 8 
NOVEMBER .. % i ae da 18-9 3-9 79 #+| 875 695 | 9 
DECEMBER .. ne na on a 18-7 3-3 81 409 669 9 
1934 | " 
JANUARY .. ‘ad - a si 20-8 3-1 85 441 711 12 
FEBRUARY a ne ae Mh 18-7 3°5 90 414 708 12 
MaRCH ve ee e a a 20-2 3-1 95 504 835 12 
APRIL xs he ‘on a , 18-0 3-0 98 496 717 12 
May .. He a ea ia ‘ 17-8 3°8 101 528 780 12 
JUNE oh re ae ny? ‘ 16-6 3-7 101 515 758 9 
JULY ee as sn ‘a . 16-2 3:5 99 528 718 12 
AUGUST oa ae is i ‘ 17-1 3°5 97 503 667 10 
SEPTEMBER .. ‘ ‘a ‘ 17-8 3°83 98 500 735 : 
OCTOBER . 19-5 3°8 97 527 812 12 
(1) Returns issued by Nationa 
Table VI BRITISH TRADE AND INDUSTRY—cont. = 
OVERSEAS TRADE BANK CLEARINGS. UNEMPLOYMENT ‘ 
= ae arin eit aa 4 | Index of 
| 2 . 3 Percent- | Numbers | Produc i 
Imports | Exports |Re-exports| London Provincial Total Compar- age of on Live tion ft 
} “Country” air insured | Register (Quarterly) { 
£ e | e £ £ £ , | Fine: | 000% |10=10 &§ 
millions | millions | millions | millions millions millions | millions ployed omitted iy 
_ — —— _ eum | cutee -_ = = oe — 
1931 | =... 
JANUARY ..| 75°6 | 37-6 6-0 9-9 4-2 14-2 22-1 | 21-5 2,614 85-1 ANUARY 
APRIL 70°0 | 32°5 6-6 9-5 3-9 13-4 | 21-1 20-9 2,532 80°6 oy 
JULY 70-1 34-3 4-9 | 91 | 4-0 13-1 21-3 | 22-6 | 2,664 81-1 eae 
OCTOBER ..| 80-7 32°8 5°3 9-0 | 41 13-1 20-9 | 21-9 2,756 | 90°5 BER 
1932 193 
JANUARY ... 62-3 | 31-1 52 9-6 4-2 13-8 21-7 22-4 2,728 91°3 a 
APRIL 53°5 34-8 4°6 9-0 4:0 13-0 21:1 21:4 2,652 83-2 ~y 
JULY .-| 51-9 | 29-3 3-3 8-8 4:5 13°3 22°6 22-9 2'812 77°8 cece 
OCTOBER ..| 60°8 | 30:4 3-7 | 8-7 4-1 12-8 | 21-4 21:9 | 2,747 87°2 oaen 
1933 | =. 
JANUARY ..| 54-1 29-2 4:2 | 9-5 4-2 13-7 22-4 | 23-1 2,903 88-0 — 
APRIL 51-2 26-4 | 3-5 9-3 4:0 13-3 2-7 21-4 2,698 88°8 — 
JULY «+| 53°7 29°8 | 43 | 9-4 4°3 13-7 23-3 19-6 2,442 | 87° AS 
OCTOBER ..| 61-8 34:1 | 46 | 95 4°3 13-8 22-3 18-1 2,299 | YovEMB 
NOVEMBER | 63-7 84-4 | 36 | 9-3 4:1 13-4 21-6 17°9 2,280 | > 97°4 —— 
DECEMBER | 63-2 30°4 4:0 | 97 4-2 13°9 22-6 | 17°6 2,224 | 
| | 19% 
1934 | | ‘ 
JANUARY ..| 64-7 31°6 4-1 10°4 4°6 15-0 23-8 18°7 2,389 l ‘ —- 
FEBRUARY 57°4 30-1 5-2 9-6 4-4 14-0 22-1 18-2 2,318 | +202°5 Biizca 
MaRcH 62-0 33-1 5:6 9-5 4:5 14-0 22-4 | 17:3 2,202 | Biren, 
APRIL 56°3 30-1 5-0 10-2 4-2 14-4 23-3 | 16+7 2,148 | Pay 
May 61-7 32-8 4°83 | 9-6 3-9 13-5 21-9 | 16-3 2,090 | 102-6 luxe 
JUNE 61-2 32-1 4-3 9-3 4-0 13°3 21-3 | 16-5 2,093 ity 
JULY .| 58-0 33-2 4-1 | 10-0 4:2 14-2 22-8 16°8 2,126 | Apeuer 
Aveust ..| 60-0 | 32-1 3-3 | 9-0 | 3-7 | 12-7 | 20-0 | 16-6 | 2,137 |p 96-7 ened 
SEPTEMBER | 57-7 34-0 | 3-2 | 8-8 3:8 12-6 19-9 16-1 2,082 loctops: 
OCTOBER ...| 69-0 36°7 | 4:0 10-1 4-3 14-4 23-0 16-4 2,120 | 
| | 
- - $$ —_______ —- — ; 4 
1 Daily averages. 2 “Country ” z 


clearings at London Clearing House. 


j 3 Total clearings (London 
“Country” and Provincial) adjusted for comparative purposes, by application of Board of Trade index 


j one 


number of wholesale prices (1924 = 100). 


Since December, 1981, 
figures published monthly. 


* Average of four or five weekly returns. 


5 Reprinted by courtesy of the London and Cambridge Economic Service. 
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/ 
RADRAD INDUSTRY Table Sole 
TEEL & MANV- | aa . l 
0 | | TACTURES THEREOF | MACHINERY = : COTTON ee 2 WOOL 
—} —— — 
| , s —— of ao - | ss) of | Reporte - ah 4 
. r § Dx pc y Piece G | T J d an¢ 
tion | Imports Exports mports xports | arns iece Goods ops | erased Worsted 
| TI i | £ £ Mill f | Milli f | Milli Million Millione of 
| } sands 4 4 3 ions ¢ illions o! illions Millions Millions o' 
~ of) | 1 of Tons | thousands thousands | , is. : Sq. Yds. of Lbs. | of Lbs. Sq. Yds. 
7 | 
222 167 1,181 3,280 11-3 155-6 | 2°4 | 2-4 10-4 
193 188 1,216 | 2,843 10°8 135-2 | 2°8 2-4 5-0 
| 231 168 | 1,227 | 2,693 | 11°3 177°3 2°5 3°5 6-6 
| 276 | 159 | 1,698 2,792 12°8 143-1 } 2°6 4:0 6°7 
| 170 167 925 2,701 | 16-4 179-9 | 3:4 3°4 8-5 
145 | 180 769 3,210 13°9 199-3 | 3°6 2-9 6°3 
|} 119 158 635 2,608 9-5 193-3 | 2-4 3-7 7°6 
| 163 160 734 2,249 10-9 138-4 | 4°7 3:4 5-9 
| | | | 
| | | 
69 | 149 | 721 1,955 | 10°6 197°3 3°3 2°8 8-4 
| 77 | 133 | 630 2,211 | 12-4 171°2 | 3:0 2°8 5°5 
|} 68 | 156 | 599 2,240 | 10-4 154-7 | 4:3 4-3 8-9 
89 | 194 | 792 2,510 12:3 155-6 } 4°6 4-6 7-6 
92 184 | 831 2,483 12-7 170°5 4-1 4-1 7-9 
| | 91 | 173 804 2,276 | 11-1 155-5 | 3°5 3°5 7°8 
| | | 
| | | | 
120 | 164 | 856 2,516 | 12-8 179-1 | 4:0 40 | 99 
123 | 142 | 793 | 2,134 11:3 168-2 3°9 3-1 9-5 
122 | 171 | 901 | 2,486 11:9 170-0 4°6 3:7 8-8 
125 | 165 | 844 | 2,553 10-7 153°6 3°8 | 3°4 6°8 
122 | 191 | 1,142 2,837 11°3 150-6 | 3°8 | 3-9 71 
98 | 204 } 1,028 2,825 | 10-6 148°8 2°7 3°7 7°6 
126 197 | 988 2,795 10°3 170-1 2°6 3°7 9-9 
102 193 | 1,080 2 ,590 10-2 168-7 2°7 3°3 11:0 
: 90 198 j 867 2°642 | 9-5 177-7 2°8 3°4 8-8 
120 221 1,044 3,141 10-9 175-6 3:5 4:0 7-7 
sued by | National Federation of Iron and Steel Manufacturers. 
Table VII COMMODITY PRICES 
= ' UNITED KINGDOM U.S.A. GERMANY FRANCE _rTaLy” 
5 ' % , | Cost of | r | i Cease 
. Wholesale 1 | Wholesale | Wholesale | Living | Wholesale} Cost of | Wholesale| Cost of 
} i esas Cost of | (Depart- Statis- (Statis- | (Statis- Living Living 
, Living | ment of tisches tisches tigue (Statis- 
ly) | Board of | “ Econ- (Ministry! Labor) Reichsamt} Reichs- | Gén rale) obra 
| Trade omist” of Labour) | amt) beac? “a 
0 | July | | 1913/14 | (Jan.-July) 
1913 = 100 1013 = 100 1914 == 100} 1913 = 100 |1918 = 100} = 100 | 1913 = 100 1918. =" 100 1918 = 100} 1914 = 100 
— — — | — —— 
| | 
1931 (a) (a) | () (b) 
l JANUARY 106-9 91-3 152 112-8 115-2 | | 576 590 362 pen 
6 APRIL 105-7 90-0 147 107-2 113-7 | 136-1 548 589 353 —_ 
1 JuLy .. 102-2 86-0 145 103-2 | 111-7 =? ae 565 337 — 
5 OCTOBER | 104°4 90-1 146 100-7 | 107-1 | | 457 531 330 473 
1932 
5 Jantaky .. | 105°8 90-0 147 96-4 100-0 439 534 326 470 
2 APRIL 102-4 86°3 143 93-8 | 98-4 120-6 439 535 319 474 
3 JULY... 97-7 32-7 141 92-4 | 95-9 430 517 300 456 
) OCTOBER 101°1 85°3 143 | 92-3 | 94:3 412 516 304 465 
1933 
) JANUARY .. | 100-3 84-2 141 87-4 | 91-0 -— 411 523 296 461 
3 APRIL 97-2 84°5 136 86°5 | 90°7 115-9 387 516 282 444 
] JULY .. 102-3 | 89-9 139 98-7 | 93-9 | 118-0; 401 516 283 440 
OcroBER .. | 102-6 | 88-1 143 102:0 | 95-7 | 119-4 397 277 445 
; JOVEMBER 102-8 86°38 143 | 101-9 | 96-0 120-2 403 | 526 275 450 
DECEMBER 102-3 88-0 142 | 101-4 | 96-2 120-6 407 277 457 
| | 
1934 | 
| JANUARY .. | 104-6 | 90-4 | 141 | 103-4 | 96-3 | 120-4 405 278 420 
FEBRUARY ., | 105-3 | 90-6 140 105-4 96-2 | 120-2 400 526 276 448 
MARCH - | 103-8 | 90-0 139 | 105-6 | 95:9 | 119-9 394 275 447 
~y . 102°8 90-0 137 105-0 95°8 119-8 387 | 275 424 
| May .. . | 102-4 | 90-0 | 138 | 105-6 | 96-2 | 119°6 381 522 274 419 
— 103-6 89°9 141 | 106°9 | 97-2 120-5 379 275 420 
ores 103-4 91-0 142 107-2 | 98:9 121-8 374 273 416 
sUausT 105-5 92-3 143 109-5 100-1 122°3 371 511 275 416 
SEPTEMBER .. 105-2 90-4 143 111-2 | 100°4 | 121°6 365 | 275 
/YCTOBER 104-1 89°7 144 | | 122-0 357 | 
™. The indices, which are for the Ist of the month, are » entered for the previous | month to facilitate 
; Gold index. (a) Revised index. (6) New index. 
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Some more Scottish Banks 
By Professor C. H. Reilly 


NOTHER batch of photographs of Scottish banks 
A has been sent to me this month for appreciation 
and criticism. The best by far and the most 
important in size and dignity is the headquarters in 
Glasgow of the Union Bank of Scotland. It is a great 
four-square pile of building with applied classical motives 
by Mr. James Miller, A.R.S.A., of that city. Its scale 
is tremendous. If one looks at the little doorway in 
the centre of the front—the great main door though 
it looks hardly big enough in this photograph to admit 
a man—or at the taxi cab in front of it, one gets the 
impression that this is a New York bank on a Sunday 
morning when the streets are empty. Indeed, this is a 
very American building. I know a building by the 
great firm of American architects, Messrs. McKim, Mead 
and White, for the National City Bank, very like it. 
It, too, is divided into two big storeys architecturally 
one above the other, though I do not think the upper 
one in New York cloaks three real storeys as here. 
By comparing this Glasgow bank to a New York one 
by the leading firms of New York architects of thirty 
years ago it must not be assumed that anything deroga- 
tory is meant, except that this style of building, made 
up of classical bricks, like the bricks from a child’s box, 
is no longer in vogue in the best circles. Of its kind 
it is extraordinarily good. The drawing of the columns 
and of all its other classical detail, including the great 
cornice, is perfect or appears so in the photograph. 
It would not disgrace the Grand Canal at Venice as a 
palace. There the great upper storey might indeed 
represent some pzano nobile of magnificent apartments 
not three office storeys crammed into one architectural 
storey. The fact is that in our new post-war humility 
we are all beginning to feel that a display of Roman 
grandeur on this scale, even if carried out with Greek 
delicacy of detail, is a little pompous. A bank is a 
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lace of business. We lay stress now on the function. 
Any sort of dressing-up which hides the function of a 
building, or gives it a more imposing air than its function 
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a 


ie gk oe 
: eg 
ae - Sy K ; % 3 : = ea 
THE HEADQUARTERS OF THE UNION BANK OF SCOTLAND, 
GLASGOW 





appears to call for, seems to us to-day wrong, even a 

little arrogant. Dressing-up is a pleasant enough occu- 

pation for an idle hour or so but not a serious business 

in life. To-day we are deadly in earnest in our archi- 

tecture-—all except the banks. Banks do more dressing- 
ig 





260 THE BANKER 


up than any other type of building. They will keep 

just twenty-five vears behind the times, like this one 

I suppose twenty-five years ago was a period of consider 
PI § 
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THE NORTH OF SCOTLAND BANK, LEITH BRANCH 


able comfort in banking. The first ten years of the century 
were certainly a time of display. Dress was elaborate 
and so were the commoner forms of architectural ex- 
pression. This building would have seemed a puritanical 











St) 


=~ > | 


Correspondent Banks 


Nearly a century’s accumulated experience and 
conservative progress have qualified the Westminster 
Bank to offer its characteristic services as a London 
correspondent to foreign and colonial business estab- 
lishments. Its branches form a wide network extending 
over the whole country, and the services of the entire 
system are available to clients abroad, so that with a 
minimum of formality and delay, arrangements can 
be made for the payment of Drafts, Letters of Credit, 
or Cheques, in any part of the British Isles. 

Conversely, with a few unimportant exceptions, 
there is no country in the world possessing a marketable 
currency in which the Westminster Bank does not 
maintain current accounts, through which it can effect 
world-wide transfers of funds with the utmost dispatch. 
The Foreign Exchange Department is kept in direct 
touch with the market by means of a private telephone 
exchange of a highly modernized type, which ensures 
that no order or inquiry from abroad is held up on 
account of the congestion of business. 

Banks or merchant houses wishing to establish a 
London connexion are invited to communicate with 
the Manager 


WESTMINSTER BANK 


LIMITED 


Foreign Branch Office: 41 Lothbury, London, E.C.2 











262 THE BANKER 


one then. Its columns and cornices are very clean and 
lean and sharp. We, however, are more puritanical 
still to-day. We feel columns, even lean and clean ones, 
if there for mere display and not doing the actual work, 
but with steel behind them for that, are anathema. 
Five or six years ago on the motion of Sir John Squire, 
its founder, the Architecture Club, I remember, at one 
of its debates carried a resolution for a close time for 
ornamental columns. Since then the feeling against this 


nu ©: 
THECRATIOWAL BANK gfrscoTcana LIMITED 


3 


THE NATIONAL BANK OF SCOTLAND, CARNOUSTIE BRANCH 





has grown everywhere save among the builders of banks. 
If, however, in this case columns and their belongings 
were ordered by the directors, one can say at once the 
architect has given them the best possible and we must 
admit, as a result, the building has great dignity. 

Our next example is the Leith branch of the North of 
Scotland Bank. Here we see the columns, or, rather, their 
wall partners, in the deliquescent stage. Instead of capitals 
and bases, which are obviously felt to be out of date, 
they have tablets and hanging wreaths, like figleaves 
over these unfashionable features. The classical cornice 
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ASSURED INCOMES 


People to-day, quite rightly, are thinking 
of assurance in terms of income. The 
suggestions referred to here are in keep- 
ing with this trend of thought. 


Income for Present Needs 

A Canada Life Annuity brings stability of income 
to those past middle age. By this means capital 
producing a meagre 34 per cent. can be made to 
Field from 7-20 per cent. per annum, according 
to age, with perfect safety. 

Income on Retirement 
For those who desire security of income in the 
future when the time for retirement comes, there 
is the Canada Life Endowment Policy. A 
moderate premium paid when earnings are highest 
ensures provision fora satisfactory income in the 
later years. 

Income for Dependents 
Of special interest to the young married man is 
the Canada Life “Assured Income” Policy which 
makes security of income certain for his de- 
pendents, at the minimum cost. 

Income for Education 
The man with a growing family can ensure his 
children’s education by a Canada Life Educational 
Policy. 
Particulars of these policies will be sent on 
application to J. R. Wandless, F.I.A., Manager. 


CANADA LIFE 


ASSURANCE COMPANY 


Established 1847—incorporated in Canada as a 
Limited Liability Co.) 


2 St. James's Square, London, S.W.1 








ESTABLISHED 1821. 


GUARDIAN 


ASSURANCE COMPANY 


LIMITED. 


£2,059,971 
£1,024,578 
£35,898,000 
£14,500,000 
The Company transacis ail the principal classes 


of Insurance Business and also acts as Trustee 
or Executor. 


Subscribed Capital 
Capital Paid Up - 
Total Income - 
Total Assets -_  - 


HEAD OFFICE : 
68 KING WILLIAM STREET 
LONDON, E.C.4. 


Law Courts Branch: 21 Fleet Street, E.C.4. 


Westminster Branch: 28 King Street, Covent 
Garden, W.C.2. 


—— 








Index of 


HE Insurance Share 
the Economist (10th Nov. 1934) 


shews a further improvement 
in market quotations for insurance 
shares during the third quarter of this 
vear. An investment in 1913, of 
£1,000 in the ordinary shares of each 
of the 


twenty-four leading British 


insurance now worth = 


£4,092. 


A purchase of “ Insurance Units” 


companies is 


in the Trust of Insurance Shares is the 
most practical way of investing in 
Shares. The 

Trust 


Insurance authorised 


investments of the cover 31 


British Insurance Companies. 


P.rchases of Insurance Units 
may be made through any Bank 
or Stockbroker. For booklet 
giving full information apply to 


THE TRUSTEES 
Williams Deacon’s Bank, Ltd. 
20 Birchin Lane, E.C 
or to the MANAGERS 


TRUST 


INSURANCE 
SHARES 


DIRECTORS 
SIR JAMES A. COOPER, K.B.E. 


Chairman 


Western Assurance Company, I td. 


J. H. BATTY, Esq 
Director Atlas Ass irence Co. Ltd. 


Rt. Hon. C. A. McCURDY, K.C. « 
Director Equity & Law Life Assurance Society. 


ALLAN E. MESSER, Esq. 
Directur British Law Insurance Co, Ltd. 
Guilihall Invirance Coy. Ltd. 
Equitu & law Life Assurance Soc'ety. 


R. W. SHARPLES, Esq. 


Director Guardian Assurance Co. Ltd. 


Directo 


Regd. Office : 
PELEPHONE: 


Moorgate, E.C.2 
NAT. 1 


165 


Cvs 
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remains but the vertical strips which now takes the place 
of pilasters run right up into it without any frieze or 
lintel to resist their thrust. Above this cornice is a 





THE NATIONAL BANK OF SCOTLAND, HELENSBURGH BRANCH 


heavy and rather coarse balustrade, more suited to the 
ground level as a guard to an area than as the crowning 
feature of a facade. Behind this display of dying archi- 
tectural motives is a sensible scheme of fenestration as 
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PRACTICAL 
BANKING 
CURRENCY AND 
EXCHANGE 


By H. E. EVITT, Fellow of the 
Institute of Bankers, etc 


Parts | and Il of this well-known text-book are 
available in a Second Edition, complete in one 
volume. It covers the examination requirements 
of the professional banking bodies and deals with 
every branch of Banking and q/ 

Exchange. 608 pages. QO) 6 nel 


EXCHANGE 
ARITHMETIC 


By H. C. F, HOLGATE, F.C.R.A., 
Cert. AI.B 


A useful Book devoted to the Arithmetic of 
Foreign Exchange. It covers the syllabus of Foreign 
Exchange Arithmetic for the examinations of the 
Institute of Bankers, the London Chamber of 
Commerce and advanced commercial examinations. 
Ic is extremely practical and is complete with a 
carefully graduated series ofexercises ~ | 
and worked answers. 122 pages. e}/ + Tae 


wage Bayes ye P j T M A | 


Park<r Street - Kingsway - London - W.C.2 





UNITED 
FRIENDLY 


INSURANCE COMPANY, 
LTD. 


Are offering SPECIAL TERMS 


to men of proved ability. 








LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
DRIVERS’ RISKS, HOUSE 
PURCHASE, ENDOW-.- 
MENTS, Etc., Etc. 





E. R. BALDING, 


Managing Director. 


42 Southwark Bridge Road, 
London. 




















What do you 


advise ? 


How often Bank Managers are 
asked this question about their 
client’s investments, and how 
difficult it is to givean unqualified 
reply. It is easy to dissuade the 
client from an unsound invest- 
ment, or to indicate a good 
Debenture, but usually the client 
is seeking to combine safety 
witha better yield. It is in cases 


of this kind that a solution of the 
problem is often provided by 


BRITISH 
EMPIRE 


Fixed Trust Certificates 


SPREAD 
Sums from £35 and upwards are 
invested in fifty leading British 
Companies. 


YIELD 


On the basis of dividends and 

bonuses up to 10% paid, October, 

1933, to October, 1934, the yield on 
this investment is 5%. 


FACILITIES FOR PURCHASE 


Investors can purchase Certificates 
through any Bank. 


TRUSTEE 


Investors security and dividends are 

in the hands of the Midland Bank 

Executor & Trustee Co., Ltd., who 

issue certificates to him and distribute 
his dividends quarterly. 


BOOKLETS 


with full particulars will gladly be sent 
on application to: 


Fixed Trust Investments, Ltd. 
160 PICCADILLY, W.1 
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if a more rational and logical building were peeping 
through. The high round arched windows suggest the 
banking hall and probably light it quite well and the 
arches themselves are pleasantly emphasized by grooving 
the points between the stones. Above isa simple storey, 
probably for storage of vouchers, with square windows, 
the plain stonework of which contrasts pleasantly with 
the richer stone work below. If one could pull away the 
pilaster-strips and the heavy cornice and balustrade one 
feels a ge ‘asantly se a e building would emerge. 

The National Bank of Scotland—what a number of 
banks of Scotland there are !—has a plain enough looking 
building at Carnoustie but not a very beautiful one. 
Plainness alone, even in these puritanical times, is not 
all that is necessary. You must have good proportions 
and delicacy of feeling as well. The big windows here 
as enlarged ordinary ones seem crude. I am all for 
plenty of glass in these days when we can get it so easily, 
to span such large openings and heat our interiors; but 
Ts windows get over a certain area their shape 
must be altered. They can no longer bear the Georgian 
proportions of height and width. One can have, within 
an ordinary storey height, as the Germans have shown 
us, a continuous window stretching unbroken for the 
whole length of a long facade, but one must not pretend 
that such a window has any relation to any historical 
type. With it one must as it were start afresh. 

The Helensburgh branch is another matter. This has 
as little glass as possible and does not pretend to be 
modern in any sense of the term. It is just a pleasant 
little Scottish domestic building such as one might see 
for an hotel or a retired business man’s house in any 
Scottish suburban resort. If it is a bank one feels it is 

bank by accident rather than by design. 

The best of these small branches sent to me this month 
is the Newington Branch of the Royal Bank of Scotland 
vy Messrs. Dick Peddie and Walker Todd, architects of 
Edinburgh. This is a long one storey building crouching, 
as it were, underneath taller buildings and yet having to 
look strong and good. I think it does. The strength 
comes from the wide piers and the window mouldings 
with deep reveals to the windows close to them, giving 
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ADMINISTRATION 


1. How are dividends paid? ‘The total dividends 
including the proceeds from the sale of any ‘rights’ 
| are collected by the ‘Trustees and distributed to the 


Sub-Unit holders without any deduction. 


2. Why are British Fixed Trusts ‘ Cumuiative’ ? 
Because the managers regard free bonus share 
distributions as capital which should be added to 
the share-units, thus increasing their capital value 


and the prospects of larger dividends in the future. 


3. Why its the number of units in each Trust 
limited? ‘To avoid an excessive holding in any 


| one company and thus preserve a free market for 


its shares. 


4. Is continuity of management assured? Yes, a 
percentage of the service charge is deposited with 
| the Trustees and remains uider their control. Owing 
to the success of the First, Second, Third and 
Fourth British Fixed Trusts, funds have already 
been deposited with the Trustees which should 


ensure efficient management during the 2C-year 


life of the Trusts. 


British Fixed Trust Sub-Units can be purchased through 
| any Bank or Stockbroker. An explanatory booklet will 


be sent on app.ication to tre Managers, 


Municipal and General Securities Co. Ltd., 
Dept. 10¢ 


g Cloak Lane, Cannon Street, London, E.C.4. 


oOo 


2 BRITISH — 
‘FIXED TRUSTS ; 


a Managers : VY 


MUNICIPAL & GENERAL 
SECURITIES C€O., LTD. 


7 





Trustees: Lloyds Bank Limited 














270 THE BANKER 


some work in it, even design buildings there, which I 
have come to the conclusion must be much harder work 
than any banking, for no architect could concentrate 
on his design surrounded by the excitements most 





A VIEW OF THE INTERIOR OF THE NORTH OF SCOTLAND 
BANK, WEST END BRANCH, ST. JAMES’S STREET, LONDON 





bankers seem to love. Perhaps the explanation is that 
these Scottish bankers when they come to London town 
feel they must leave their fripperies behind and keep up 
their national reputation as hard-headed, serious people. 
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THE FINANCIAL NEWS 


A SERVICE TO INVESTORS 


In the early part of 1933 The Financial News announced a free 
Investment Service for Registered Readers. The service provided is 
that of Moodys-Economist Services, Ltd.-—whose system of company 
analyses and news is recognised as unquestionably the best in this 
country-—and is precisely the same as that subscribed to by leading 
banks, stockbrokers, investment trusts and insurance companies. The 
service consists of an analysis and the continuous supply of current 
information on Ten Companies selected by the reader himself. To 
every reader registering with The Financial News for a period of 
twelve months, The Financial News will send: 


I. The Moodys-Economist folders which give the complete 
financial record and analysis of profits and balance 
sheets of each company for the past ten years, together 
with a running record of events—dividend announcements, 
salient points of Chairmen’s speeches, periodical reports 
and circulars, etc.—between the issue of one year’s 
accounts and the next. (Note—In the case of large and 
important companies, new folders are issued almost 
weekly. Each folder replaces the last one issued and 
keeps the information always up to date.) 


Il. Combined Share record and analysis Forms for keeping a 
record of share transactions, dividends received, tax 
deductions, etc. 


lll. A suitable binder in which to file the service. 


This Service includes all the essential information to enable the investor 
or those who have charge of investments to form a judgment on the 
value of the securities of each company. 


TO SECURE THIS FREE SERVICE: 


1. Place a standing order with your usual newsagent to deliver 
The Financial News daily for twelve months. 


Il. Advise The Financial News of the name and address of the 


newsagent receiving these instructions and of the Com- 
panies (up to ten in number) for the Free Service. 


Convenient Registration Forms can be obtained on application to :~ 
The Publisher 


The Financial News, 20 Bishopsgate, London, E.C.2. 

















YYY 
AH 


TZ HIS 
ype ey) G 
elypedod 


oy” 






















Is offered by an 
investment in 


Investors General 
Fixed Trust 


An investment in 24 of the strongest and 
soundest companies in British industry. 








This gross yield of £4 12s. Od. per cent. is based on actual 
dividends declared by the underlying companies in the past 
financial year, and on a price of £1 Is. 6d. per Sub-unit. It 
does not include special capital bonuses declared, amounting 
to a further £1 6s. Od. per cent. which may not recur. 


These are the eee" 


Arthur Guinness, Son & Co., Ltd. J. Lyons & Co., 

Boots Pure Drug Co., Ltd. London Brick | a & *Forders 
Burma Corporation Ltd. Ltd. 

Burmah Oil Co., Ltd. London County Freehold & Leasehold 
Courtaulds Ltd. Properties Ltd. 

Distillers Co., Ltd L. M. & S. Railway Co. 

F. W. Woolworth & — «+ Ltd. Marks & Spencer Ltd. 

Gas Light & Coke Co. Robinson Deep Ltd. 

Government Gold Mining Areas Ltd. Southern Railway Co. 

Imperial Chemical Industries Ltd. Spillers Ltd 

Imperial Continental Gas Association Springs Mines Ltd. 

Imperial Tobacco Co., Ltd. Tube Investments Ltd. 

J. & P. Coats Ltd. United Dairies Ltd. 





Sub-units can be bought or sold through any Bank or Stockbroker. Prices are 
quoted daily in the leading newspapers. Full particulars may be obtained 
through : 


The Trustees: Royal Exchange Assurance 


The Bankers : Barclays Bank Limited 
or by writing for Booklet 15 to 


The Managers: Investors Specialised Fixed Trusts, Limited, 
15, Moorgate, London, E.C.2. 
Telephones : Metropolitan 9358. Telegrams : Infitrus, Stock, London. 


For particulars of another sound investment, turn to Advt. of Investors Gas & Electric Trust 
on page facing contents. 
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